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PREFACE 


The  history  of  Pillsbury,  Madison  &  Sutro  extends  more  than  100  years. 
Its  founder,  Evans  S.  Pillsbury,  commenced  the  practice  of  law  in  San 
Francisco  in  1874.   In  the  1890s,  Frank  D.  Madison,  Alfred  Sutro,  and 
Mr.  Pillsbury's  son,  Horace,  were  employed  as  associates.   In  1905,  they  and 
Oscar  Sutro  became  his  partners  under  the  firm  name  Pillsbury,  Madison  & 
Sutro. 

In  serving  thousands  of  corporate  and  individual  clients  over  the  years, 
the  firm  helped  to  write  much  California  history.   It  played  a  leading  role  in 
landmark  litigation  in  the  Supreme  Court  of  California  and  other  courts.   In 
its  offices,  a  number  of  California's  largest  corporations  were  incorporated 
and  legal  arrangements  for  numerous  major  transactions  were  developed.   In 
addition  to  its  services  to  business  and  other  clients,  the  firm  has  a  promi 
nent  record  of  services  to  the  legal  profession  and  to  the  community, 
charitable,  and  other  endeavors. 

In  March  1985,  with  the  firm  approaching  400  attorneys  situated  in  mul 
tiple  offices,  the  Management  Committee  approved  the  funding  of  an  oral  his 
tory  project  to  be  conducted  by  the  Regional  Oral  History  Office  of  The 
Bancroft  Library  of  the  University  of  California,  Berkeley.   The  purpose  of 
the  project  is  to  supplement  documents  of  historical  interest  and  earlier 
statements  about  the  firm's  history  with  the  recorded  memories  of  those  who 
have  helped  build  the  firm  during  the  past  fifty  years.   It  is  our  hope  that 
the  project  will  preserve  and  enhance  the  traditional  collegiality,  respect, 
and  affection  among  the  members  of  the  firm. 


George  A.  Sears 

Chairman  of  the  Management  Committee 


May  1986 
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INTRODUCTION  by  John  A.  Sutro,  Sr. 

It  is  my  great  pleasure  and  a  real  privilege  to  write  this  introduction 
to  Harry  Horrow's  oral  history. 

Harry  came  to  Pillsbury,  Madison  &  Sutro  in  January  1945.   I  was  on 
active  duty  in  the  Navy  at  that  time  and  did  not  meet  him  until  later  in  1945 
when  World  War  II  was  over  and  I  returned  to  the  office.   I  have  had  the  good 
fortune  in  over  the  more  than  forty  years  that  Harry  and  I  have  been  together 
at  Pillsbury,  Madison  &  Sutro  to  have  had  the  great  benefit  of  his  wisdom  and 
sound  judgment.   Intellectually,  Harry  is  tops.   He  was  elected  to  Phi  Beta 
Kappa  in  his  third  year  at  Northwestern  University;  he  graduated  first  in  his 
law  school  class  at  Northwestern  University  Law  School.   He  is  an  outstanding 
practitioner  of  tax  law;  he  has  tried  many  complex  cases  and  enjoyed  much  suc 
cess  . 

Following  his  graduation  in  1934  from  law  school  Harry  accepted  employ 
ment  in  the  office  of  the  General  Counsel  of  the  United  States  Treasury 
Department.   In  1936  he  transferred  to  the  Bureau  of  Internal  Revenue  (now  the 
IRS)  in  Washington,  D.C.   He  became  a  trial  lawyer  and  was  in  charge  of  cases 
all  over  the  United  States.   In  1938  the  handling  of  tax  litigation  by  the  IRS 
was  decentralized  and  the  IRS  sent  Harry  to  San  Francisco.   He  handled  cases 
throughout  the  western  part  of  the  United  States. 

In  late  1944  when  World  War  II  was  winding  down  Harry  decided  he  would 
like  to  live  and  practice  law  in  San  Francisco;  he  did  not  wish  to  be  trans 
ferred  from  San  Francisco.   It  was  then  that  he  was  contacted  by  our  firm.   He 
had  handled  some  cases  involving  clients  of  the  firm  and  the  members  of  the 
firm  knew  that  he  could  handle  complex  tax  litigation.   He  was  interviewed  by 
Felix  Smith  and  Marshall  Madison  and  accepted  an  offer  of  employment  from  Mr. 
Smith.   That  was  a  great  day  for  Pillsbury,  Madison  &  Sutro;  Harry  has  made 
many  valuable  contributions  to  the  firm  as  appears  from  Harry's  oral  history. 

One  most  significant  contribution  Harry  made  was  the  adoption  by  the  firm 
of  a  retirement  program.  Everyone  who  is  associated  with  PM&S,  legal  and  non- 
legal,  retired  or  active,  is  much  in  Harry's  debt.   The  firm's  retirement  pro 
gram  will  soon  become  fully  funded  and  in  every  respect  it  is  truly  out 
standing. 

Harry  has  a  wonderful  sense  of  humor;  he  is  a  man  of  the  highest  morals 
and  principles;  he  has  all  the  qualities  we  look  for  in  a  great  man  and  an 
outstanding  lawyer. 

In  addition  to  his  practice  of  the  law,  Harry  has  most  generously  given 
much  of  his  time  to  pro  bono  and  Bar  Association  work.   He  presently  is  presi- 


iii 

dent  of  the  Smith  Kettlewell  Eye  Research  Foundation,  recognized  both 
nationally  and  internationally  as  a  leading  eye  research  center.   He  is  a 
trustee  of  the  Wattis  Foundation,  which  has  given  extensive  support  to  the  San 
Francisco  Opera,  the  San  Francisco  Symphony,  the  California  Academy  of  Sci 
ences,  and  other  Bay  Area  charitable  organizations.   He  personally  is  an 
active  supporter  of  the  California  Academy  of  Sciences,  the  San  Francisco  Sym 
phony,  and  the  San  Francisco  Opera  Association. 

For  the  past  thirty  years  Harry  has  been  an  active  member  of  the  Tax  Sec 
tion  of  the  American  Bar  Association  and  has  made  valuable  contributions  to 
the  work  of  the  Section. 

Harry,  during  the  past  twenty  years,  has  been  a  member  of  the  Interna 
tional  Fiscal  Association.   The  association  has  seventy  branches  in  countries 
all  over  the  world.   It  holds  an  annual  congress  at  cities  in  different  coun 
tries  to  discuss  international  tax  problems  and  recommend  solutions. 


John  A.  Sutro,  Sr. 
Pillsbury,  Madison  &  Sutro 


February  1988 
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INTERVIEW  HISTORY 


Harry  R.  Horrow  was  interviewed  as  part  of  the  series  of  oral  histories 
being  done  with  twelve  advisory  partners  at  PM&S.   Mr.  Horrow  participated  in 
tax  work  for  many,  if  not  most,  of  the  firm's  major  clients  during  his  tenure 
from  1944  until  his  retirement  in  1976.   He  was  thus  in  the  unusual  position 
of  having  substantial  knowledge  of  what  was  going  on  in  many  areas  of  the 
firm's  work. 

Mr.  Horrow  began  practice  with  the  United  States  Treasury  Department  in 
1934  as  a  young  lawyer  just  out  of  Northwestern  Law  School.   His  work  in  the 
Franklin  Delano  Roosevelt  administration  of  the  1930s  and  1940s  plunged  him 
into  New  Deal  legislation  and  regulations.   He  participated  in  and  actually 
drafted  some  of  the  new  legislation,  such  as  the  Revenue  Acts  of  1934,  '35, 
and  '36. 

In  addition  to  reading  the  complete  Congressional  Record  every  day,  he 
observed  in  action  such  legendary  figures  as  Senator  Huey  Long,  Chairman  of 
the  Federal  Reserve  Board  Marriner  Eccles,  and  Secretary  of  the  Treasury  Henry 
Morgenthau.  As  Mr.  Horrow  observes  in  his  oral  history,  "My  notion  is  that 
the  Treasury  was  really  the  hub  of  the  New  Deal,  because  so  many  of  the  New 
Deal  programs  involved  massive  spending." 

In  1944  he  joined  Pillsbury,  Madison  &  Sutro,  which  needed  a  trial  lawyer 
in  the  tax  field,  particularly  someone  with  Mr.  Horrow Ts  experience.   During 
the  postwar  years  the  upper  income  tax  brackets  reached  90  percent,  and  there 
were  many  excess  profits  cases  that  had  accumulated  during  the  war.   This  was 
only  the  beginning  of  an  extensive  and  intensive  practice. 

Mr.  Horrow  presided  over  most  of  the  firm's  tax  work  for  the  next  three 
decades,  at  first  doing  most  of  it  himself,  then  gradually  acquiring  col 
leagues  who  eventually  formed  the  tax  practice  group  within  PM&S. 

In  addition  to  telling  the  story  of  the  growth  of  the  tax  practice  group, 
Mr.  Horrow  talks  about  many  of  the  firm's  early  clients  and  relates  some  of 
his  most  interesting  cases . 

For  example,  one  of  the  firm's  more  unusual  cases  was  taken  on  by 
Mr.  Horrow  in  1948,  when  Basalt  Rock  Company  went  to  the  Internal  Revenue  Ser 
vice  for  a  substantial  tax  refund.   Mr.  Horrow  agreed  to  take  the  case  on  a 
contingent  fee  basis  at  the  insistence  of  the  company *s  president,  although 
PM&S  had  rarely  if  ever  made  any  contingent  fee  arrangements. 


Due  to  the  large  amount  of  tax  money  eventually  refunded  to  Basalt  Rock, 
PM&S  received  a  huge  fee,  and  every  employee  of  the  firm  was  given  a  bonus. 
Some  of  the  partners'  wives  still  remember  that,  Mr.  Horrow  notes  --  espe 
cially  since  it  came  just  before  Christmas. 

Mr.  Horrow  was  also  greatly  interested  in  pro  bono  work  and  found  time  in 
his  busy  schedule  to  contribute  much  time  and  effort  to  teaching,  bar  activi 
ties,  and  charitable  organizations. 

During  the  taping  sessions,  Mr.  Horrow  made  careful  use  of  outlines, 
court  opinions,  and  other  research  material  furnished  by  the  interviewer,  and 
he  occasionally  consulted  his  volumes  of  reference  works  that  line  one  wall  of 
his  office,  located  in  the  Standard  Oil  Building  in  downtown  San  Francisco. 
His  respect  for  the  firm  and  for  his  profession  show  clearly  in  the  oral  his 
tory,  along  with  great  enthusiasm  for  his  work.   During  conversations  off 
tape,  his  warmth,  natural  concern  for  others,  and  cheerful  sense  of  humor  came 
across  clearly. 

Mr.  Horrow  prefers  the  editing  style  used  in  government  rather  than  the 
style  normally  used  by  the  Regional  Oral  Histody  Office.   He  carefully 
reviewed  the  transcripts  of  the  tape-recorded  interviews,  and  furnished  what 
photographs  he  could  locate.   As  he  explained,  he  was  mostly  too  busy 
throughout  his  career  to  save  photos  and  mementoes. 


Carole  Hicke 
Project  Director 


January  1988 
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I   BACKGROUND 

[Date  of  Interview:   December  2,  1986 ]##* 


Hicke:    I  wonder  if  we  could  just  start  this  morning,  Mr.  Horrow,  by  your 

telling  me  a  little  bit  about  your  background,  something  about  your 
family  and  their  traditions  and  your  growing  up. 

Horrow:   Well,  I'll  just  simply  say  that  we  had  a  very  conventional  family 
life.   We  weren't  well-to-do  in  the  sense  that  we' were  wealthy  or 
even  moderately  so,  but  we  were  certainly  way  beyond  the  poverty 
line,  and  never  had  any  pressing  financial  needs  at  any  time,  until, 
of  course,  the  Depression  came  along. 

My  father  was  a  general  contractor.   He  had  been  engaged  in 
building  apartment  houses,  and  the  real  estate  depression  hit  in  the 
Chicago  area  before  the  stock  market  collapsed  in  the  latter  part  of 
'29.   So  that  was  the  only  time  that  I  had  any  real  need  to  examine 
my  financial  circumstances  in  terms  of  getting  to  college.   My  two 
older  brothers  had  had  no  difficulty  about  having  their  college 
careers  taken  care  of  financially. 

So,  to  start  off,  I  was  born  in  Chicago. 
Hicke:    Can  you  give  us  the  date? 
Horrow^   August  16,  1910. 


*  .   This  symbol,  ##,  indicates  a  tape  interruption  or  the  begin 
ning  or  end  of  a  tape  side. 


Hicke:    Right  in  Chicago? 

Horrow:   In  Chicago,  and  we  lived  on  the  north  side  of  Chicago.   As  far  as  my 
youth  was  concerned,  all  I  recall  was  that  there  wasn't  any  problem 
or  any  tragedy  or  difficulty.   I  was  very  active  in  sports,  enjoyed 
sports,  played  a  lot  of  baseball  and  basketball. 

As  I  recall,  I  did  a  prodigious  amount  of  reading,  and  read 
everything  under  the  sun  --  Nick  Carter  mysteries,  paperbacks,  Frank 
Merriwell  adventure  stories,  classics  --  you  name  it;  I've  read 
every  kind  of  thing  under  the  sun.   I  learned  to  be  a  fast  reader, 
which  I  think  stood  me  in  good  stead  during  the  years  that  I  was  in 
the  practice  of  law. 

Hicke:     Indeed,  I'm  sure  it  did. 

Horrow:    But  as  far  as  the  notion  of  becoming  a  lawyer  --  wanting  to  be  a 
lawyer  --  I  have  no  recollection  of  how  or  why,  except  that  I  do 
recall  that  Clarence  Harrow  was  very  much  in  the  newspapers  at  that 
time,  and  the  media  were  romancing  a  lot  about  the  great  trials  of 
Darrow.   So  perhaps  that  in  some  way  influenced  me.   But  I  really 
have  no  recollection  whatever.   I  just  know  that  before  I  decided  I 
wanted  to  go  to  college,  I  knew  that  I  wanted  to  be  a  lawyer. 


Undergraduate  Education  and  Working  at  the  Post  Office 


Horrow:   My  academic  work  was  very  strong.   I  was  valedictorian  in  high 

school  and  had  no  problem  about  getting  good  grades.   So  I  decided 
that  I  would  apply  for  a  scholarship  to  Northwestern  University  in 
Evanston,  because  that  was  close  by.   I  was  granted  a  scholarship 
there.   I  was  sixteen  years  old  when  I  was  admitted.   The  courses 
that  I  took  were  selected  with  the  view  that  they  would  help  me  in 
preparing  for  a  legal  career. 

Hicke:    What  did  you  major  in? 

Horrow:    I  majored  in  political  science.   The  curriculum  at  Northwestern  at 
that  time  was  very  structured:   we  had  to  have  a  major  and  two 
minors.   My  major  was  political  science,  and  the  minors  were  eco 
nomics  and  language.   I  had  taken  two  years  of  Latin  in  high  school. 
I  took  two  years  of  Latin,  a  year  of  Spanish,  and  a  year  of  French 
in  college,  so  I  have  a  pretty  good  background  in  language. 

But  then  I  also  decided  I  wanted  to  have  some  background  in 
economics  and  accounting.  I  took  two  years  of  accounting,  which 
turned  out  to  be  very  fortunate.  Those  courses  were  in  the  business 


Hicke: 
Horrow: 


Hicke: 


Horrow: 


school,  and  while  I  was  enrolled  in  the  College  of  Liberal  Arts  and 
Sciences  at  Northwestern,  we  were  permitted  to  take  courses  in  other 
schools.   I  also  took  two  years  of  economics. 

As  I  recall,  the  academic  work  was  pretty  strenuous.   North 
western  was  well  rated  at  that  time  --  I  think  it  still  is  --  as  a 
university  that  had  a  very  strong  academic  background.   I  was  in  the 
class  of  '31.   I  was  pointing  toward  a  degree  in  Bachelor  of  Arts. 

We  were  required  to  take  science  --  for  at  least  one  year  -- 
and  I  chose  physics,  for  some  reason  that  I  don't  quite  understand 
today.   I  did  exceedingly  well  in  physics,  and  the  professor  of  the 
department  was  then  [chuckling] ,  interestingly  enough,  involved  in 
radioactive  research.   He  demonstrated  the  X-ray  and  radioactive 
materials,  which  is,  in  restrospect,  rather  startling,  because  this 
was  way  back  in  1927. 

I  took  physics  in  my  first  year.   My  professor  tried  to  per 
suade  me  to  become  a  scientist.   He  said  I  would  be  elected,  he  was 
confident,  to  the  honorary  society  for  the  science  group,  which  I 
think  was  the  Sigma  Xi  instead  of  Phi  Beta  Kappa,  you  know,  for  lib 
eral  arts.   But  I  would  have  none  of  that.   I  didn't  think  that  sci 
ence  was  going  to  be  very  important,  as  far  as  I  was  concerned,  in 
my  training  as  a  lawyer.   So  I  just  simply  took  one  year  of  physics 
to  satisfy  the  degree  requirements  at  that  time. 

While  all  of  this  was  taking  place,  I  was  working  at  the  Evan- 
ston  post  office. 

Now,  how  did  you  get  that  job? 

As  I  have  said,  I  was  faced  with  the  necessity  of  really  working  my 
way  through  college,  because,  although  I  had  a  scholarship,  it  was 
limited  in  the  amount  that  was  being  awarded.   It  wasn't  a  magnifi 
cent  grant. 

Northwestern  is  a  private  university,  is  it  not,  so  that  tuition  is 
probably  somewhat  higher? 

Yes,  it's  a  land-grant  college,  and  while  the  tuition  in  those  days 
was  miniscule  compared  to  what  it  is  today,  nevertheless,  it  was  a 
relatively  expensive  school.   The  dean  of  the  law  school  was  out 
here  recently  for  a  reception  that  I  hosted  for  the  law  alumni  in 
the  area  --  I'm  a  regional  vice  president  for  the  law  alumni  asso 
ciation  of  the  law  school.   I  asked  him  what  the  tuition  was  going 
to  be  for  the  coming  year,  and  he  said,  $13,000.   In  terms  of  what 
we  had  to  pay  during  the  Depression  years,  thatrs  incredible. 


But  at  any  rate,  I  still  needed  financial  resources  to  get  me 
through  college.   And  fortunately  there  was  a  forthcoming  civil  ser 
vice  examination  in  the  Post  Office  Department  for  I  think  only  one 
and  perhaps  at  most  two  postal  clerk  vacancies  in  the  Evanston, 
Illinois  post  office.   Of  course  the  university  was  right  there  in 
Evanston;  so  I  thought  that  would  be  a  way  to  get  some  financial 
help. 

Lo  and  behold,  when  the  time  came  for  the  written  examination, 
which  lasted  all  day,  to  my  amazement  over  500  took  that  examina 
tion,  because  jobs  were  getting  rather  hard  to  come  by  and  that 
seemed  to  be  a  sought-after  position.   I  managed  to  wind  up  first  on 
the  civil  service  list,  so  I  was  appointed.   Because  I  couldn't  work 
full-time  with  my  full  course  enrollment  at  the  university,  I  was 
permitted  to  work  part-time.   I  worked  seven  days  a  week  from  6  to 
10  in  the  mailing  division. 

Evanston  was  rather  unique  at  that  time,  as  far  as  the  post 
office  was  concerned.   It  was  primarily  a  university  town  then; 
relatively  very  few  residents  were  commuters  to  Chicago.   Now  I 
think  it  has  highrises  and  it's  sort  of  a  suburban  area  for  Chicago 
business  people.   But  at  that  time,  the  residents  were  mostly  either 
university  people  or  involved  in  providing  services  for  the  univer 
sity,  although  there  were  some  wealthy  residents  in  Evanston  who  had 
fairly  good-sized  estates.   So  Evanston  was  given  for  that  reason 
some  preferential  treatment  in  terms  of  its  postal  service.   For 
example,  the  superintendent  of  mails,  who  was  the  second  in  command 
at  the  post  office,  came  from  the  ranks  of  supervisor  in  the  Chicago 
post  office,  which,  of  course,  was  a  very,  very  large  operation.   In 
the  mailing  division  we  sorted  mail  directly  to  the  railway  post 
offices.   Practically  all  the  mail  was  dispatched  by  rail;  a  very 
small  amount  went  by  air.   There  wasn't  a  great  amount  of  airmail 
then. 

The  crack  trains  at  that  time  had  cars  that  were  called  railway 
post  offices  --  RPOs .   They  sorted  mail  on  the  train  as  the  train 
was  moving.   We  dispatched  mail  directly  to  the  RPOs  on  the  crack 
trains  --  for  example,  the  Broadway  Limited  on  the  Pennsylvania  line 
between  New  York  and  Chicago,  the  Twentieth  Century  Limited  on  the 
New  York  Central,  and  the  Capitol  Limited  to  Washington,  D.C.  and 
all  the  crack  trains  to  the  West  Coast. 

In  addition  to  that,  we  were  required  --  each  one  of  us  in  the 
mailing  division  --  to  know  the  so-called  scheme  for  Illinois. 

The  so-called  scheme  is  the  directory  of  rail  connections  out 
of  Chicago  for  each  post  office.   There  were  only  about  a  half  a 
dozen  of  us  in  the  mailing  division,  all  of  whom  were  full-time 
employees.   I  was  the  only  part-time  employee.   We  also  had  to  know 
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Horrow: 
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Horrow: 


the  scheme  of  another  state  that  was  close  by.   I  was  assigned  Ohio 
and  Illinois.   Ohio  had  over  a  thousand  post  offices,  and  I  was 
required  to  know  just  what  rail  connections  went  out  of  Chicago  for 
each  one  of  those  post  offices.   We  were  given  examinations  once  a 
year  on  our  particular  scheme.   So  to  that  extent,  it  was  a 
demanding  job,  but  it  was  interesting.  The  only  adverse  thing  about 
it  was  the  fact  that  it  took  time  away  from  me  for  my  studies,  so 
that  I  was  limited  in  the  amount  of  time  I  could  devote  to  outside 
reading,  homework  and  so  on. 

During  the  summer  months  when  the  vacations  were  taken  by 
full-time  postal  employees,  I  took  over  their  assignments.   So, 
during  the  seven  years  that  I  worked  there  --  I  worked  in  the  post 
office  all  through  law  school  --  I  worked  at  every  single  job  in  the 
Evanston  post  office  except  that  of  the  postmaster.   I  was  at  the 
window  handling  registery  mail,  stamps,  postal  money  orders,  you 
name  it.   I  was  a  letter  carrier  as  well. 

It  was  interesting  and  I  think  helpful  to  me  in  maturing, 
because  it  involved  responsibility  and  discipline  and,  of  course,  a 
capacity  for  working  under  pressure  --  hard  work  because  we  had  to 
make  certain  deadlines.   The  mail  was  dispatched  by  train,  and  Evan 
ston  was  on  the  main  line  of  the  Northwestern  Railroad,  so  we  had  to 
have  this  mail  sorted  and  ready  to  be  put  in  the  pouches  for 
delivery  to  the  trains  as  they  were  leaving  the  Evanston  post  office 
to  go  to  Chicago,  or  to  go  up  north  to  Milwaukee  and  St.  Paul. 

I'm  sure  that  was  good  preparation  for  your  later  career 
[chuckling] . 

[also  chuckling]  Well,  it  permitted  me  to  do  a  lot  of  work  and  be 
prepared  mentally  to  do  things  on  a  crash  basis. 

At  any  rate,  to  continue  with  the  academic  work,  I  don't  recall 
anything  particularly  startling  there,  any  professors  that  had  any 
great  impact  on  me,  although  the  academic  work  was  of  a  very  high 
order.   Northwestern  had  an  excellent  faculty  and  the  courses  were 
good.   There  weren't  any  courses  that  were  just  simply  without  very 
much  substance  or  content. 

I  know  it's  been  a  very  long  time,  but  I'm  really  curious  as  to  what 
the  economics  courses  were  like.   Obviously  it  was  before  John  May- 
nard  Keynes ' s  new  theories. 

That's  right.   That  was  an  interesting  period  in  terms  of  economics, 
because  during  the  period  up  to  the  stock  market  crash  in  1929  and 
the  full  onset  of  the  Depression  --  not  only  domestically  throughout 
the  United  States  but  also  worldwide  --  there  were  unusual  economic 
conditions:   speculation  on  Wall  Street  and  frenzied  economic 
activity,  trade  problems  with  Germany  and  so  on. 


[chuckling]  I  recall  that  for  English  we  had  to  write  a  thesis 
or  a  long  paper  that  had  to  be  a  full-dress  affair  with  footnotes 
and  everything  else  --  this  was  required,  as  part  of  the  course  -- 
and  believe  it  or  not,  for  this  English  course  I  chose  the  Dawes 
Plan.  Now  you've  probably  never  heard  of  the  Dawes  Plan  -- 

Hicke:    Yes,  I  have. 

Horrow:    --  but  that  was  the  plan  that  bankrupted  Germany  and  led  to  the  col 
lapse  of  Germany's  economy  and  --a  lot  of  historians  say  --to  the 
rise  of  Hitler  and  his  crew. 

Hicke:     It  would  be  interesting  if  you  had  that  paper  now  to  see  -- 

Horrow:    It  would  be.   But  of  course,  a  paper  on  the  Dawes  Plan  to  an  English 
professor  --  as  I  recall,  he  came  out  of  Harvard,  [both  chuckle]  He 
used  to  ride  a  bicycle  around  campus.   I  don't  know  whether  you've 
ever  seen  the  Northwestern  campus,  but  it's  a  beautiful  campus  on 
the  lakefront. 

Hicke:     I've  been  there;  one  of  the  Big  Ten  schools. 

Horrow:    It's  quite  extensive.   So  he  used  to  ride  a  bicycle,  and  he  had  his 
books  in  a  green  bag  [both  chuckle] .   As  I  say,  you  can  imagine  what 
a  reaction  he  had  when  he  began  reading  a  paper  on  the  Dawes  Plan, 
the  farthest  thing  from  his  line,  as  far  as  interest  was  concerned. 

Hicke:    Well,  this  was  presumably  grammatical  English  rather  than  English 
literature,  am  I  correct? 

Horrow:    Right,  the  whole  purpose  of  the  exercise  was  not  to  provide  anything 
of  literary  value,  but  really  to  test  vocabulary,  presentation, 
organization,  articulation,  or  whatever  you  want  to  call  it.   That 
was  the  purpose  of  the  exercise,  but  as  I  say,  to  some  extent  the 
subject  of  your  material  was  [laughs]  going  to  be  important,  because 
anybody  who  didn't  have  the  dimmest  notion  of  what  the  Dawes  Plan 
was  about  or  didn't  care  wouldn't  have  very  much  interest  in  reading 
it. 

Well,  I  was  elected  to  Phi  Beta  Kappa  in  my  third  year,  and 
[chuckling]  going  through  some  of  the  books  in  our  library  at  home, 
I  came  across  this  book  that  was  presented  to  me  on  the  steps  of 
University  Hall  at  the  end  of  my  freshman  year.   Believe  it  or  not, 
&  magnanimous  gift  of  one  book  with  the  Northwestern  University 
library  seal  inside  was  presented  to  the  student  who  had  the  highest 
scholastic  standing  in  the  School  of  Liberal  Arts  and  Sciences.   One 
book,  mind  you  [chuckling] . 

Hicke:    What  was  the  name  of  the  book  [also  chuckling]? 


Morrow:  The  name  of  the  book  was  Whither  Mankind  by  Charles  Beard.  I  still 
have  it  at  home.  At  any  rate,  that  gives  you  some  idea  of  the  aus 
terity  that  prevailed  on  that  campus. 

But  you  asked  about  economics .   The  economics  department  was 
headed  by  an  individual  --  I  can't  recall  his  name  --  but  he  was  a 
very  practical,  pragmatic  sort  of  individual.   He  gave  lectures  once 
a  week,  and  then  the  rest  of  the  students  enrolled  in  the  economics 
courses  were  divided  into  sections.   The  course  was  a 
three-times-a-week  affair.   The  lecture  was  given  one  day,  and  then 
the  section  meetings  were  the  other  two  days  of  the  week. 

One  of  the  interesting  things  that  he  did  in  giving  his  lec 
tures  was  to  require  the  use  of  current  materials ,  the  Wall  Street 
Journal,  Barren's  and  access  to  current  periodicals  and  books  that 
dealt  with  the  subject  matter  of  the  current  lecture.   If  he  was 
going  to  talk  about  money  supply,  you  looked  at  the  Wall  Street 
Journal  to  see  what  the  Federal  Reserve  was  up  to  and  all  of  that. 

I  believe  that  those  courses  stood  me  in  good  stead  because  at 
no  time,  as  I  recall,  in  my  practice  was  I  handicapped  by  any  lack 
of  understanding  of  business  transactions.   And  because  of  the 
accounting  training  that  I  had,  I  think  that  I  never  had  a  problem 
about  understanding  accounting  problems  in  connection  with  my  tax 
practice. 

Another  course  that  I  think  was  important  to  me  was  a  course  in 
corporate  finance,  which  was  given  in  the  business  school.   That  was 
given  by  a  professor  who  was  acknowledged  to  be  one  of  the  top 
people  in  corporate  finance.   That  was  another  subject  that  I  think 
helped  me  in  my  practice.   I  have  found  that  many  of  the  young  fel 
lows  that  get  out  of  law  school  have  very  little  background  in 
accounting,  business,  or  commercial  transactions.   That's  one  of  the 
difficulties  about  getting  young  people  to  do  good  tax  work,  because 
they  really  don't  have  enough  background  to  understand  the  business 
or  financial  context  in  which  the  problem  surfaces,  and  that  is  very 
important . 


Law  School 


Horrow:   At  any  rate,  I  completed  four  years  at  Northwestern  and  got  a 

bachelor  of  arts  degree.   And  then  the  question  was  --  as  I  said,  I 
had  decided  I  wanted  to  become  a  lawyer  --  the  question  was  where 
would  I  go  to  law  school?   I  had  a  scholarship  to  Harvard,  but  the 
cost  of  travel,  the  fact  that  I rd  have  to  give  up  my  job  at  the 
Evanston  post  office,  the  expense  of  living  in  Cambridge,  and  all  of 
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that  just  simply  foreclosed  any  idea  of  taking  advantage  of  that. 
Northwestern  Law  School  was  very  well  rated  then  --  and  still  is. 

I  had  a  scholarship  to  the  law  school.   I  decided  that  I  would 
take  my  law  work  at  the  law  school,  which  is  located  in  Chicago  -- 
on  the  Chicago  campus.  They  have  a  beautiful  Gothic  complex  right 
on  Lake  Shore  Drive.   Since  then,  of  course,  they've  added  to  the 
law  school.  The  headquarters  of  the  American  Bar  Association  adjoin 
the  law  school,  and  there  is  a  beautiful  modern  building  now  which 
is  attached  to  the  original  Gothic  structures  of  the  law  school. 

So,  that  was  a  decision  I  made,  but  not  an  easy  one,  because  I 
was  still  continuing  my  work  at  the  post  office,  and  with  the  addi 
tional  travel  involved  --  from  Evanston  to  Chicago  --  there  was  a 
time  factor  which  put  me  under  pressure  in  completing  my  assignments 
for  my  law  courses.   I  was  taking  a  full  program.   I  wasn't  content 
with  taking  a  more  limited  program  which  would  have  led  to  -- 


Horrow:    --a  bachelor  of  law  degree.   I  took  the  broader  program,  which 
resulted  in  my  getting  a  J.D.  degree,  Juris  Doctor. 

Hicke:    Do  you  remember  any  particular  courses  that  you  took? 

Horrow:   Well,  at  the  law  school,  again,  it  was  a  pretty  structured  cur 

riculum,  just  as  the  liberal  arts  curriculum  was  designed.   We  just 
had  to  take  certain  courses  --  common  law  pleading,  contracts, 
torts,  et  cetera. 

Hicke:    It  was  all  set  up? 

Horrow:    It  was  all  set  up.   But  there  were  several  unique  things  about  the 
Northwestern  curriculum  at  that  time.   I  don't  know  whether  they're 
continued  today.   Dean  John  Henry  Wigmore  had  just  recently  retired. 
He  was  the  dean  emeritus,  but  he  was  still  at  the  law  school;  and 
Dean  Leon  Green  had  succeeded  him,  and  he  was  the  dean  when  I 
entered  law  school  in  1931. 

One  of  the  required  courses  for  first  -year  students  was  a 
course  in  ethics  that  was  given  by  Dean  Wigmore.   This  course  I 
think  had  a  great  effect  on  me,  because  Wigmore  was  a  distinguished 
man  in  every  way.   He  was  recognized  as  a  scholar. 

[telephone  interrupt  ion  ]## 

Horrow:    He  was  a  great  scholar  and  recognized  as  such,  worldwide,  and  of 

course  his  work,  his  treatise  on  Evidence,  was  the  definitive  work 
on  that  subject. 


Hicke: 
Horrow ; 
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Horrow: 


But  one  of  the  things  that  really  impressed  me  tremendously 
through  that  course,  and  something  that  Dean  Wigmore  emphasized 
throughout,  was  the  difference  between  a  trade  and  a  profession  -- 
the  fact  that  a  lawyer  was  a  member  of  a  profession,  he  was  an 
officer  of  the  court,  and  he  had  responsibilities  that  went  way 
beyond  anything  that  any  ordinary  tradesman  would  have. 

One  of  the  most  important  attributes  of  a  lawyer  was  the  fact 
that  he  was  supposed  to  be  involved  in  pro  bono  publico  work.   That 
notion  of  pro  bono  work  was  far  beyond  anything  the  State  Bar  of 
California  has  today.   The  State  Bar  has  a  definition  of  pro  bono  as 
free  legal  service  to  the  poor.   But  Dean  Wigmore 's  notion  of  pro 
bono  was  civic  interest,  community  interest,  the  involvement  of  a 
lawyer  in  the  world  around  him  and  the  fact  that  he  was  supposed  to 
be  doing  something  for  the  community. 

That  was  an  idea  I  think  that  was  very  firmly  implanted  in  my 
mind:   that  if  I  was  going  to  practice  law,  pro  bono  would  be  an 
important  aspect  of  whatever  I  did.   I  was  very  fortunate  in  the 
fact  that  I  came  in  with  Pillsbury,  Madison  &  Sutro.   From  the  very 
outset,  I  was  engaged  in  all  kinds  of  pro  bono  work,  because  that 
was  what  the  firm  was  involved  in,  whether  it  was  for  the  symphony, 
the  opera,  or  other  charitable  organizations.   Because  of  my  tax 
background,  I  was  involved  in  setting  up  charitable  foundations  and 
doing  all  sorts  of  pro  bono  work  related  to  furthering  charitable 
causes . 

Were  most  other  law  firms  doing  this  sort  of  thing? 

I  suspect  they  did,  a  little  bit.   But  certainly  not  to  the  extent 
that  Pillsbury  was  involved.   A  lot  of  it  was  due  to  the  prestige 
and  importance  of  the  firm,  and  the  particular  individuals 
involved  --  Marshall  Madison,  for  one. 


That's  what  I  was  wondering: 
ticularly  interested. 


if  you  knew  who  in  the  firm  was  par- 


Gene  Prince  to  a  lesser  extent  than  Marshall  Madison.   The  Madisons 
were  social  leaders  at  the  time  and  very  much  involved  in  the  cul 
tural  and  charitable  organizations  in  San  Francisco. 

So  as  I  say,  from  the  very  outset,  I  got  involved  with  that 
work  in  the  firm.   I  say  it  was  the  fortunate  thing  for  me,  because 
it  certainly  tied  in  with  whatever  I  believed  was  the  hallmark  of  a 
lawyer.   I  always  believed  that  a  lawyer  --  and  this  was  something 
that  Dean  Wigmore  espoused  as  well  --  owed  something  to  the  advance 
ment  of  his  profession.   He  just  wasn't  supposed  to  have  the  passive 
attitude  of  just  going  his  merry  way  and  engaging  in  his  practice. 
He  owed  a  duty  to  the  profession  itself  and  advancing  its  quality 
and  public  service. 
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So  for  that  reason,  I  never  shirked  from  engaging  in  bar  activ 
ities  and  continuing  education  courses  --  I  did  a  lot  of  that.   I 
gave  lectures  at  tax  institutes  and  participated  in  the  American  Bar 
Association  activities.   I  was  very  active  in  the  Tax  Section.   I 
became  a  member  of  the  council;  I  was  chairman  of  several  commit 
tees.   Of  course,  the  Tax  Section  of  the  American  Bar  Association  is 
a  huge  organization  now;  its  membership  is  over  20,000. 

Hicke:    Maybe  we  can  get  into  a  little  bit  more  about  that  later. 

Meanwhile,  do  you  have  any  more  recollections  about  Dean  Wig- 
more?  He  was  such  a  well-known  person. 

Horrow:   Well,  one  thing  he  did  for  the  law  school  was  to  collect  an  amazing 
quantity  of  engravings  and  legal  artifacts.   Even  today  they  fill 
three  floors  of  the  law  school.   I  don't  know  where  he  got  all  this 
stuff  --  engravings  of  famous  jurists  and  lawyers,  a  framed  parch 
ment  of  an  old  deed,  that  sort  of  thing;  it's  all  through  the  law 
school.   He  was  a  remarkable  man  in  many  ways.   He  was  responsible 
for  the  architecture  of  the  law  school;  the  main  auditorium  is  mod 
eled  after  the  House  of  Commons. 


I  was  very  glad  that  he  was  still  there.   Another  course  he 
gave  which  was  not  required  --  it  was  optional  --  was  legal  systems 
of  the  world.   He  was  the  author  of  an  enormous  treatise  --  I  don't 
know  how  many  volumes  --  it  covered  all  of  the  legal  systems  from 
B.C.,  Hammurabi,  and  on.   So  he  was  a  remarkable  scholar,  really  a 
great  person,  a  fine  gentleman  in  every  way. 

I'm  glad  to  see  that  his  grandnephew  is  now  a  partner  of  our 
firm.   His  grandnephew  was  a  partner  of  the  Lawler,  Felix  &  Hall 
firm.   A  number  of  partners  at  Lawler,  Felix  &  Hall  have  become 
partners  in  the  Los  Angeles  office  of  Pillsbury,  Madison  &  Sutro. 
It  just  was  announced  within  the  last  month. 

Other  than  that,  I  can't  remember  anything  in  the  curriculum 
that  was  important.   We  did  have  an  unusual  group  of  courses,  in 
that  Northwestern  then  --  and  I  think  Dean  Green  was  responsible  to 
a  great  extent  --  was  engaged  in  revising  the  conventional  law 
school  courses.   Instead  of,  for  example,  giving  a  course  in  mort 
gages  as  such,  there  was  a  course  in  security  transactions. 

In  other  words ,  the  curriculum  was  being  revised  to  embrace 
courses  that  covered  certain  areas  of  the  law  rather  than  specific 
formal  aspects.   To  follow  out  this  example  of  the  course  in  securi 
ties  transactions:   in  many  cases  the  use  of  a  security  would 
involve  a  number  of  choices.   It  might  involve  a  mortgage,  a  pledge, 
an  escrow,  or  what  have  you.   There  were  several  courses  that  were 
rather  innovative  at  the  time,  that  follow  that  pattern  rather  than 
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the  conventional  pattern  of  courses  covering  traditional  segmented 
areas  in  the  law. 

Hicke:    Has  this  been  a  trend  that's  continued? 

Horrow:   I  think  so.   And  I  think  a  lot  of  the  other  law  schools  have  fol 
lowed  that  same  idea  of  not  just  simply  having  courses  dealing  with 
a  specific  phase  of  the  law. 

Hicke:    You  mentioned  this  course  on  legal  systems  of  the  world.   Was  that  a 
required  course?   Was  jurisprudence  a  normal  thing  to  study? 

Horrow:   No,  that  was  optional.   But  ethics  was  required. 
Hicke:    And  then  you  were  on  the  law  review  during  law  school? 

Horrow:    Yes,  I  was  on  the  law  review;  I  was  one  of  the  editors  of  the  law 

review.   How  in  the  world  I  ever  found  time  to  do  that  --  because  we 
put  out  a  full-fledged  review.   It  was  called  the  Illinois  Law 
Review,  and  was  very  well  regarded.   We  had  articles  and  cases  for 
comment.   This  of  course  was  a  rather  exciting  period  in  terms  of 
law  review  work,  because  the  New  Deal  had  come  in  during  the  last 
year  when  I  was  most  active  on  the  law  review.   Then  there  were  all 
these  cases  working  through  the  mill  involving  the  Mortgage  Morato 
rium  law  and  the  three  A's. 

Hicke:    Agricultural  Adjustment  Act? 

Horrow:    Yes,  the  Agricultural  Adjustment  Act.   The  gold  clause  cases  were 
beginning  to  emerge,  and  they  were  actually  decided  by  the  Supreme 
Court  when  I  was  with  the  Treasury  Department .   There  were  a  number 
of  others  --  oh,  the  constitutionality  of  the  NRA  [National  Recovery 
Act],  that  sort  of  thing.   So  it  was  a  very  interesting  period  from 
the  standpoint  of  law  review  work.   It  wasn't  a  matter  of  just  fol 
lowing  the  progress  of  conventional  legal  issues.   These  were  major 
constitutional  issues  moving  through  the  courts. 

While  I  wasn't  very  strong  academically  in  constitutional  law 
[chuckling]  --  at  least  that's  what  Professor  Albertsworth  thought, 
and  I  think  that  was  one  of  the  few  courses  that  I  didn't  get  an  A 
in  --  ultimately,  I  did  teach  constitutional  law  at  the  University 
of  San  Francisco  Law  School. 

I  was  elected  to  Order  of  the  Coif  and  I  wound  up  at  the  top  of 
the  class  academically;  I  had  the  highest  grades.   So  I  say,  despite 
the  limited  time  I  had  to  devote  to  reading  cases  and  doing  a  little 
outside  reading,  somehow  or  other  I  managed  to  complete  a  full  cur 
riculum,  do  law  review  work,  and  still  do  my  stint  at  the  post 
office. 
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Hicke: 


Ho r row : 


Sounds  like  you  picked  a  career  that  you  were  interested  in  and 
wanted  to  dedicate  yourself  to. 


Well,  I  was  very 
law  never  abated 
was  impatient  to 
last  year  of  law 
not  getting  bored 
practice  law.   I 
practice  or  where 
the  obvious  place 


interested  in  it.   I  think  my  enthusiasm  for  the 
during  law  school.   I  think  that,  if  anything,  I 
get  out  of  law  school.   I  was  fit  to  be  tied  in  the 
school.   I  was  rarin1  to  go;  I  wanted  out.   I  was 

I  just  wanted  to  get  into  the  real  world  and 
didn't  have  the  slightest  idea  of  how  I  wanted  to 
or  what  I  wanted  to  do.   Of  course,  Chicago  was 
for  me  to  start  out  in  the  practice  of  law. 


The  Depression 


Hicke:    During  that  last  year,  was  there  some  apprehension  in  the  students 

about  the  effect  of  the  Depression  and  whether  they  were  going  to  be 
able  to  find  work? 

Horrow:    There  certainly  was,  because  there  just  simply  weren't  any  job  . 

opportunities  available,  except  through  family  and  personal  connec 
tions.   At  that  time,  the  law  firms  were  cutting  their  staff.   They 
were  not  only  terminating  associates  but  also  partners  were  being 
dropped  by  the  law  firms. 

The  salary  level  was  exceedingly  low.   The  highest  salary  that 
any  law  school  graduate  could  expect  at  that  time,  the  very  highest, 
was  $100  a  month.   A  few  new  lawyers  got  that,  but  $50  a  month  was 
thought  to  be  just  simply  [chuckling]  a  very  good  opportunity.   In 
many  cases,  young  fellows  would  start  in  working  in  the  library 
without  any  compensation  at  all,  just  to  get  some  kind  of  appren 
ticeship  in  the  beginning  of  their  practice. 

Hicke:    Do  you  recall  how  much  you  were  getting  at  the  post  office? 

Horrow:    No,  I  really  don't.   It  wasn't  very  great  in  terms  of  the  amount. 

We  were  paid  on  an  hourly  basis,  and  I  really  haven't  any  recollec 
tion,  although  it  must  have  been  satisfactory  because  I  continued. 
It  wasn't  overwhelming;  it  was  white-collar  work. 

Hicke:     I  was  just  wondering  if  you  had  been  working  full-time,  how  that 
would  have  compared  to  a  beginning  salary  as  a  lawyer. 

Horrow:    Oh,  I  would  have  gotten  more,  no  question  about  it.   I  would  have 

received  more  working  as  a  full-time  postal  clerk  than  I  would  have 
received  practicing  law,  starting  in  the  practice  at  the  salaries 
that  were  then  being  given  in  the  Chicago  area. 
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This  was  1934,  and  the  effects  of  the  Depression  were  still 
being  felt,  because  while  the  New  Deal  had  come  in  with  the  election 
of  Franklin  Delano  Roosevelt  in  1933,  and  the  economy  was  beginning 
to  revive,  the  legal  profession,  of  course,  lagged  behind,  as  it 
always  does .   Legal  costs  are  the  first  to  be  cut  and  legal  fees  are 
the  last  to  be  increased,  because  legal  service  is  a  pretty  obvious 
area  in  which  to  reduce  expense,  if  any  business  is  involved  in  any 
cost-cutting  operations. 
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II  EARLY  WORK  EXPERIENCE:   U.S.  TREASURY  DEPARTMENT 


General  Counsel's  Office 


Morrow:    So  when  I  got  out  of  law  school  the  job  opportunities  were  few  and 
far  between,  and  the  salary  levels  were  very,  very  low.   So  I  was 
very  gratified  when  the  dean  --  Dean  Green  --  called  me  up  and  told 
me  that  I  could  work  in  the  General  Counsel's  office  of  the  Treasury 
Department.  The  salary  then  --  the  starting  salary  for  a  new  gov 
ernment  lawyer  --  was  $200  a  month,  which  was  twice  as  much  as  any 
body  could  ever  expect  starting  in  the  practice  in  Chicago. 

That  came  about  because  Green  knew  Herman  Oliphant.   Herman 
Oliphant  was  a  professor  of  the  University  of  Chicago,  and  he  was 
appointed  General  Counsel  of  the  United  States  Treasury  Department 
by  Henry  Morgenthau,  who  was  the  Secretary  of  the  Treasury.   Before 
the  General  Counsel's  office  was  established,  the  legal  advisor  of 
the  Secretary  of  the  Treasury  was  an  officer  of  the  Department  of 
Justice,  and  his  title  was  the  Solicitor  of  the  Treasury.   Because 
Morgenthau  wanted  his  own  legal  advisors,  so  to  speak,  he  had  legis 
lation  enacted  which  created  the  General  Counsel's  office  in  the 
Treasury  Department . 

That  office  started  from  scratch  without  any  lawyers  at  all, 
and  Herman  Oliphant  set  about  recruiting  the  necessary  legal  staff. 
He  drew  on  the  large  firms  in  New  York  City  for  his  top  people,  the 
assistant  general  counsels,  of  whom  there  were  perhaps  five  or  half 
a  dozen.   And  then  for  the  staff  of  the  General  Counsel's  office,  to 
be  composed  of  the  young  lawyers,  he  looked  to  the  leading  law 
schools  in  the  country.   His  objective  was  to  get  the  top  graduates 
of  the  various  leading  law  schools  around  the  country. 

So  he  asked  Green  to  send  him  somebody  from  Northwestern,  and 
the  dean  called  me  up  and  asked  me  if  Ird  be  willing  to  go.   Of 
course  it  looked  like  a  great  opportunity,  so  on  the  4th  of  July  I 


Hicke: 

Morrow: 

Hicke: 

Morrow: 


Hicke: 
Morrow: 
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left  for  Washington  and  arrived  on  a  steamy  day,  reported,  and 
started  work  in  the  Treasury  Building  the  next  day. 

Weren't  you  telling  me  he  actually  called  you  on  the  4th  of  July,  or 
he  called  you  just  the  day  before? 

No,  he  called  me  the  day  before  and  I  had  to  leave  on  the  4th. 
Oh  dear,  so  you  started  work  the  day  after. 

I  started  work  the  day  after.   This  was  a  temporary  job,  and  I 
assumed  that  when  it  was  over,  I  would  go  back  to  Chicago  and  start 
in,  hopefully,  to  work  for  some  good,  top  law  firm  in  Chicago.   They 
permitted  me  to  go  back  to  Chicago  to  take  the  Illinois  bar  examina 
tion,  which  I  passed  in  the  year  of  graduation,  1934. 

But  I  got  involved  in  my  work  in  Washington,  so  that  I  wasn't 
able  to  come  back  to  be  admitted  to  the  bar  by  motion  before  the 
Supreme  Court  until  the  next  year.  The  year  of  my  admission  is  1935, 
although  I  passed  the  bar  in  1934.   I  wasn't  able  to  get  back  to 
Springfield,  Illinois,  where  I  had  to  appear  before  the  Illinois 
Supreme  Court  for  formal  admission.   One  of  my  classmates  was  Bob 
Stephens,  whose  father  was  the  secretary  of  the  Illinois  Bar  Asso 
ciation,  so  I  recall  staying  at  his  house,  and  his  father  moved  my 
admission  to  the  Supreme  Court. 

What  did  they  set  you  to  do  the  first  day  you  went  to  work? 

There  was  an  ongoing  investigation  of  the  liquor  industry.   The 
major  part  of  that  investigation  was  to  determine  the  extent  to 
which  the  customs  and  liquor  laws  of  the  United  States  had  been  vio 
lated  during  Prohibition.   Prohibition  went  out  in  1933  when  Roose 
velt  was  elected.   The  General  Counsel's  office  was  newly  formed, 
really  hadn't  been  functionally  structured  at  that  time,  as  it  later 
evolved,  because  it  was  brand  new,  you  see. 

So  I  worked  in  this  particular  area,  and  it  lasted  for  three 
months,  as  I  recall.   The  work  involved  supervising  investigations, 
and  we  began  to  focus  on  foreign  distilleries,  particularly  Cana 
dian,  British  and  Scotch,  to  whom  the  evidence  pointed  of  involve 
ment  in  conspiracies  to  violate  the  customs  laws  of  the  United 
States.   We  had  investigators  in  Canada  and  in  the  U.K.  [United 
Kingdom] ,  who  were  assembling  evidence.   It  seemed  after  several 
months  we  had  enough  evidence  to  make  a  case,  not  necessarily  for 
criminal  prosecution,  but  for  a  civil  suit  to  recover  penalties  for 
their  violations  of  these  laws. 


There  was  a  problem  with  jurisdiction  over  these  foreign  dis 
tilleries.   The  idea  was  conceived  of  obtaining  jurisdiction  -- 
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Horrow:    --  obtaining  jurisdiction  by  bringing  suit  in  a  United  States  Dis 
trict  Court  and  having  them  submit  to  the  jurisdiction  of  that 
court,  at  the  risk  of  having  their  products  embargoed  from  entry 
into  the  United  States.   I  assisted  in  drafting  the  legislation  to 
provide  that  in  such  circumstances,  they  had  to  submit  to  the  juris 
diction  of  the  courts  of  the  United  States  to  determine  whether  or 
not  they  had  been  engaged  in  violating  our  customs  laws. 

Hicke:    Would  this  be  the  companies  themselves  and  their  distributors? 

Horrow:    No,  it  was  the  companies  themselves,  because  the  distillers  were 
supplying  the  products  that  were  being  smuggled  into  the  United 
States.   There  was  no  way  in  the  world  of  getting  at  the  individual 
distributors.   There  were  thousands  of  individuals  and  organizations 
involved.   The  idea  was  that  if  there  was  to  be  any  remedial  action 
taken  along  the  lines  of  getting  recovery  of  penalties,  it  had  to  be 
against  the  sources  of  supply. 

This  legislation  was  drafted,  as  I  say,  and  it  in  essence  pro 
vided  that  they  had  to  submit  to  the  jurisdiction  of  the  United 
States  court  in  order  to  prevent  their  products  from  being  embar 
goed.   The  legislation  was  introduced  by  the  chairman  of  the  Judi 
ciary  Committee  at  that  time  --  but  it  was  at  the  request  of  the 
administration;  it  was  introduced  in  the  House. 

Hearings  began  on  it,  and  up  to 'that  time,  the  foreign  dis 
tillers,  of  course,  had  adopted  an  attitude  of  "You  can't  touch  us," 
and  that  sort  of  thing.   But  when  that  legislation  was  introduced 
and  it  looked  as  if  a  favorable  action  would  result,  they  decided  to 
come  in  and  talk.   There  was  a  sum  that  was  pooled  together  by  the 
foreign  companies  involved  of  $10  million  that  was  paid  to  the 
United  States  Treasury.   That  was  a  settlement  really  of  the  pos 
sible  penalties  that  might  be  assessed  against  them  in  the  event 
there  was  litigation.  That  settlement  and  a  report  that  was  made  on 
the  liquor  industry  to  Secretary  Morgenthau  really  meant  that  the 
specific  work  that  I  was  assigned  to  had  terminated. 

At  that  time,  I  still  had  the  notion  that  I  would  go  back  to 
Chicago  and  go  into  private  practice,  but  the  administrative  assis 
tant  of  the  General  Counsel,  Jack  Harlan,  asked  me  to  accept  a  per 
manent  position  as  an  attorney  in  the  General  Counsel's  office  -- 
with  a  raise  in  my  salary.   I've  forgotten  what  it  was,  but  I 
started  out  at  $2400  a  year,  $200  a  month,  and  I  think  I  got  a  raise 
of  either  $200  or  $400  a  month,  something  like  that.   Of  course  in 
those  days  that  was  pretty  respectable. 
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So  I  decided  that  I  would  stay  on.   That  again  proved  to  be  a 
very  fortunate  choice  because  the  Treasury  was  involved  in  a  vast 
array  of  legal  matters.  The  New  Deal  was  embarking  on  all  sorts  of 
new  programs.   I  was  nominally  assigned  to  the  legislation  and  regu 
lations  group.   There  were  only  three  attorneys  in  that  group. 


Dealing  with  Congress 


Hicke:    Does  that  mean  you  were  responsible  for  the  new  legislation  that  was 
coming  out,  or  for  drafting  new  legislation  that  the  secretary 
wanted? 

Morrow:   Well,  we  monitored  all  legislation  that  affected  the  Treasury 

Department,  and  not  only  helped  advance  legislation  through  Congress 
that  the  Treasury  was  interested  in  having  enacted,  but  also  engaged 
in  proposing  changes  and  amendments  to  whatever  extent  it  was 
thought  advisable.   Also  we  drafted  new  legislation  that  was  to  be 
introduced  as  administration-sponsored  legislation. 

Hicke:    Were  there  some  specific  members  of  Congress  that  you  dealt  with 
often? 

Horrow:   Well,  of  course,  a  great  deal  of  the  work  was  with  the  House  Ways 
and  Means  Committee,  the  Senate  Finance  Committee,  the  Judiciary 
Committee,  Appropriations  --  but  we  covered  all  the  committees.   A 
great  deal  of  the  contacts,  of  course,  were  with  the  staff  of  the 
Congress,  because  they  were  always  involved  directly  in  legislation 
or  holding  hearings. 

We  also  had  to  do  a  lot  of  drafting.   I  drafted  a  [chuckling] 
few  pieces  of  legislation  that  were  enacted,  and  I  learned  a  great 
deal  about  the  legislative  process,  the  whole  bit.   We  used  to 
receive  a  copy  of  the  Congressional  Record  every  day  in  the  morning; 
it  would  come  in  the  morning  around  8  o'clock.   On  our  desks  would 
be  a  fresh  copy  of  the  Congressional  Record  that  covered  the  pro 
ceedings  for  the  preceding  day.   How  in  the  world  the  Government 
Printing  Office  would  get  all  that  stuff  out  --  sometimes,  because 
of  the  content  of  the  Congressional  Record,  the  daily  issue  would  be 
a  half  inch  thick.   They'd  get  this  out  overnight.   Just  incredible. 

We  had  to  read  that  Congressional  Record  and  know  what  was  in 
it  and  how  it  affected  Treasury,  and  make  whatever  recommendations 
had  to  be  made  to  the  Secretary  on  legislation  that  would  adversely 
affect  the  operations  of  the  Treasury  or  require  amendment. 


Hicke: 
Ho r row: 
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So  it  was  a  very  interesting  activity,  and  the  work  was  exceed 
ingly  strenuous  because  the  hours  were  long,  particularly  when  we 
were  involved  in  major  legislation  that  was  actively  being  consid 
ered  by  committee,  and  legislation  that  might  be  undergoing  a  lot  of 
change.   The  committee  would  wrestle  with  this  legislation  and  there 
would  frequently  be  a  lot  of  amendments.   Of  course,  these  amend 
ments  had  to  be  drafted,  and  if  the  committee  was  involved  with  late 
sessions,  you'd  have  a  situation  where  we'd  be  up  to  two  or  three 
o'clock  in  the  morning  finishing  up  the  drafts  of  the  amendments 
that  the  committee  wanted  to  be  finalized  the  next  day.   The  co.n- 
mittee  would  be  ready  supposedly  to  resume  the  hearing  at  10  o'clock 
the  next  morning.   So  it  was  a  pretty  strenuous  performance. 

The  regulations  that  had  to  be  approved  by  the  Secretary  of  the 
Treasury  filtered  through  us  --  customs  regulations,  internal 
revenue,  public  debt,  procurement,  et  cetera.   The  Treasury  at  that 
time  was  an  umbrella  department  that  embraced  a  great  many  activi 
ties  that  are  now  separated  out. 

For  example,  the  General  Services  Administration  is  a  separate, 
huge  organization  today,  but  when  I  was  with  the  Treasury,  it  was 
called  Procurement  and  was  in  the  Treasury  Department.   The  Treasury 
had  supervision  over  all  government  buildings  and  acquisition  of 
land  for  public  buildings  and  providing  services. 

Customs,  public  debt,  banking,  internal  revenue,  printing  and 
engraving,  the  mint  --  all  those  activities  were  in  the  Treasury. 
There  wasn't  any  separate  Bureau  of  the  Budget  at  that  time.   It  was 
really  under  the  wing  of  the  Treasury,  although  there  was  a  director 
of  the  Bureau  of  the  Budget.   I  was  given  the  responsibility  at  that 
time  of  providing  legal  service  to  the  director  of  the  Bureau  of  the 
Budget . 

That  was  after  Lewis  Douglas,  I  guess? 

No,  Danny  Bell,  Daniel  W.  Bell,  was  the  director,  I  think,  before 
Douglas.   I  think  Douglas  came  along  later. 


The  New  Federal  Reserve  Building 


Hicke:    Was  it  in  this  procurement  function  that  you  were  talking  about  the 
new  Federal  Reserve  building? 

Horrow:  Yes.  The  Federal  Reserve  Board  and  the  Federal  Reserve  banks  wanted 
a  new  headquarters  building.  The  site  for  that  was  selected  on  Con 
stitution  Avenue.  The  Treasury  Department  had  jurisdiction  over 
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that  particular  property.   So  the  price  fixed  for  that  was 
$1  million,  money  that  was  to  be  raised  by  the  various  Federal 
Reserve  banks  around  the  country  and  paid  to  the  Treasury.   I 
drafted  the  deed  and  went  over  to  the  Federal  Reserve  at  that  time 
with  Marriner  Eccles.   I  don't  know  whether  he  writes  about  that  at 
all.   Marriner  Eccles  [looks  through  book]  --  was  the  chairman  of 
the  Federal  Reserve  Board  at  that  time.  He  had  some  of  his  gover 
nors  in  the  room  there,  and  I  delivered  the  deed  and  got  a  check  for 
$1  million  payable  to  the  United  States  Treasury. 

And  he  handed  it  to  you? 

Oh  yes . 

Did  you  have  to  endorse  it?  [chuckling] 

[also  chuckling]  No,  no,  I  think  not,  I  think  that  the  United  States 
Treasurer  took  care  of  that.   It  went  into  the  Treasury  Department. 

Do  you  want  to  look  that  up?  You're  going  to  quote  now  from  the 
book,  Marriner  S.  Eccles,  Private  Entrepreneur  and  Public  Servant.* 


Horrow:   Yes,  I'll  hand  you  this. 

Here's  the  paragraph.   He  says,  "in  the  last  day  of  its  life, 
the  outgoing  board  let  the  contract  for  the  construction  of  the  new 
Federal  Reserve  Board  building.   Marriner  had  initiated  the  move  for 
a  new  building  not  long  after  he  was  first  appointed  to  head  the 
board  in  November  1934.  At  that  time  the  board  itself  was  housed  in 
the  Treasury  Department,  while  its  technical  staff  was  housed  sepa 
rately  in  two  other  office  buildings  in  downtown  Washington." 

Marriner  was  the  one  who  decided  that  they  should  construct  the 
new  building,  and  construct  a  building  that  did  not  need  Congres 
sional  appropriations.   You  can  read  this  paragraph  here  [hands  over 
book].   It's  at  the  bottom  on  the  left. 

So  that  was  that.  They  had  to  have  a  site  for  the  new 
building,  because  the  Federal  Reserve  Board  was  housed  in  the  Trea 
sury  Building,  and  they  were  scattered  around.   They  wanted  to  have 
them  all  under  one  roof.   He  got  the  Treasury  Department  to  agree  to 
sell  the  land  to  the  Federal  Reserve  Board,  and  the  money  for  it 
came  from  the  Federal  Reserve  banks  around  the  country.   It  did  not 
require  a  Congressional  appropriation. 


Sidney  Hyman,  p.  202. 
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Well,  that  was  certainly  a  high  point. 

This  was  in  1934,  just  shortly  after  I  had  become  a  permanent 
attorney  with  the  General  Counsel's  office. 


What  were 


the  pieces  of  legislation  that  you  drafted? 


Well,  a  great  deal  of  legislative  effort  that  I  was  involved  in 
related  to  portions  of  major  pieces  of  legislation.   For  example,  I 
worked  on  the  tax  aspects  of  the  Social  Security  Act,  which  was 
enacted  at  that  time.   Then  worked  on  -- 

That's  pretty  exciting;  let's  not  just  go  by  that.   That  was  revolu 
tionary,  almost. 

It  was.   No  one,  of  course,  at  that  time  dreamed  how  enormous  it 
would  become.   Alanson  Willcox  was  assistant  general  counsel  of  the 
Treasury,  and  because  of  the  role  that  the  Treasury  Department  had 
in  the  formulation  and  drafting  of  that  legislation,  became  the 
first  general  counsel  of  the  Social  Security  Administration.   This 
was  a  pattern  which  was  repeated  in  several  other  instances. 


Work  of  the  Treasury  Department 


Horrow:   For  example,  my  immediate  superior  was  Clinton  Hester.   For  some 
reason  the  Treasury  was  given  the  responsibility  of  drafting  and 
getting  through  Congress  the  Civil  Aeronautics  Authority,  which  was 
the  first  federal  legislation  regulating  civil  aviation.   They  had 
to  have  somebody  appointed  as  administrator,  and  because  Hester  had 
been  so  thoroughly  involved  in  the  legislation,  he  became  the  first 
administrator.   I've  forgotten  when  the  act  took  effect  --  I  believe 
in  1936.   Hester,  as  I  recall,  started  out  by  embarking  on  the  Pan 
American  maiden  clipper  ship  flight  across  the  Pacific. 

There  were  several  other  instances  where  men  in  the  Treasury 
involved  in  important  legislation  moved  over  to  take  over  responsi 
bilities  in  connection  with  the  activities  covered  by  the  legisla 
tion  that  they  dealt  with. 

Hicke:    He  had  had  nothing  to  do  with  aeronautics  before  that? 

Horrow:   Nothing  whatsoever.   I  did  a  lot  of  work  in  the  tax  field,  because  I 
worked  on  the  Revenue  Act  of  '34,  the  Revenue  Act  of  '35,  and  the 
Revenue  Act  of  r36.   I  drafted  the  letter  to  the  President  from  the 
Secretary  of  the  Treasury  summarizing  the  contents  of  the  Revenue 
Act  of  1936  and  recommending  that  the  President  approve  the  bill. 
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Hicke:    That  was  the  one  that  gave  corporations  a  graduated  income  tax? 

Horrow:    Nineteen  thirty-five  was  the  year  of  the  hotly  contested  undistri 
buted  profits  tax  and  that  was  junked  when  the  Revenue  Act  of  1936 
came  along.   But  the  personal  holding  company  legislation  came  along 
at  that  time. 


I  was  getting  a  little,  oh,  not  tired  mentally,  but  tired 
physically,  in  working  on  legislation.   It  was  too  exhausting.   We 
didn't  have  any  air  conditioning,  and  the  hours  were  really  pretty 
rugged,  and  I  wanted  to  get  out  of  that  work.   So  I  went  to  Harlan, 
who  was  the  administrative  assistant,  and  told  him  that  I  wanted  to 
get  out  of  legislative  legal  work  and  get  into  trial  work  --  the 
trial  of  tax  cases.   He  said  that  that  was  all  right.   He  promised 
me  that  as  soon  as  the  Revenue  Act  of  1936  was  completed  and  signed 
by  the  President,  I  would  be  transferred  to  the  Bureau  of  Internal 
Revenue  --  the  Internal  Revenue  Service  then  was  called  the  Bureau 
of  Internal  Revenue  --  and  I  would  be  in  the  trial  group. 

Hicke:    Before  we  move  to  that,  was  there  some  reason  why  you  had  begun 
working  on  the  tax  aspects  specifically? 

Horrow:   The  work  of  the  Treasury  Department  was  rather  centralized;  it  still 
is.   All  major  policy  decisions  are  made  in  the  Treasury  Department, 
and  while  there  has  been  a  considerable  delegation  of  responsibility 
in  the  tax  field  to  the  Commissioner  of  Internal  Revenue  and  the 
general  counsel  to  the  Internal  Revenue  Service,  nonetheless,  at 
that  time,  a  great  deal  of  the  work  of  the  Bureau  of  Internal 
Revenue  involving  legislation  and  regulations  had  to  filter  through 
the  Treasury  Department  before  approval.   All  regulations  had  to  be 
approved  by  the  Secretary  of  the  Treasury,  and  before  his  approval 
was  obtained  they  had  to  be  screened  and  run  through  by  the  General 
Counsel's  office.   That  was  part  of  our  responsibility. 

So,  in  that  way  I  had  to  do  a  great  deal  of  work  on  Internal 
Revenue  Service  regulations  and  Internal  Revenue  legislation.   I  was 
involved,  as  I  say,  with  those  three  Revenue  Acts  of  '34,  '35,  and 
'36.   When  I  made  known  that  I  wanted  to  be  transferred  to  the 
Bureau  of  Internal  Revenue  to  do  trial  work,  I  was  promised  that 
that  transfer  would  be  made  just  as  soon  as  the  work  on  the  Revenue 
Act  of  1936  was  completed.   So  when  the  enrolled  bill  came  over  from 
Congress  for  approval  by  the  President,  it  landed  of  course  in  the 
Treasury  Department.   As  I  said,  I  drafted  the  letter  for  signature 
by  the  Secretary  of  the  Treasury  to  the  President  covering  the  sum 
mary  of  the  legislation,  its  contents  and  so  on,  and  recommending 
that  he  sign  it. 

When  that  letter  and  the  enrolled  bill  got  the  President's  sig 
nature  --  I  obviously  didn't  see  the  President  directly,  of  course; 
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it  went  through  his  secretarial  staff  and  he  put  his  "F.D.R."  on  it, 
"Approved,  F.D.R.,"  I  had  a  photostat  of  that  made  --  we  didn't  have 
Xerox  machines  then.   I  took  that  photostat  up  to  Harlan  and  I  said, 
"Here  it  is;  now  do  I  go  over  to  Internal  Revenue?"  He  said, 
"Sure." 

Hicke:    You  don't  still  happen  to  have  that  photostat  around  do  you? 

Horrow:    [both  chuckle]  No,  I  don't.   Roosevelt  apparently  did  not  sign  his 
name  in  full;  it  was  always  "F.D.R."  There  were  other  memos  that  I 
saw  that  he  had  approved  that  he'd  say,  "Approved,  F.D.R."  He  never 
wrote  his  name  out. 

So  that  was  how  I  landed  in  Internal  Revenue. 
Hicke:    This  was  1936? 

Horrow:   Yes,  1936.   My  title  was  Special  Attorney  of  the  Bureau  of  Internal 
Revenue.   In  1936  I  was  twenty-six  years  old,  and  I  think  the 
youngest  trial  attorney  in  the  Internal  Revenue  then  was  between 
forty  and  forty- five.   One  reason  for  that  was  that  the  Depression, 
under  Hoover,  had  brought  about  drastic  cuts  in  government  spending, 
and  the  Bureau  of  Internal  Revenue  just  didn't  have  any  new  attor 
neys  appointed  for  years.   So  the  average  age  of  the  other  trial 
attorneys  at  the  time  I  entered  was  well  over  forty.   Needless  to 
say,  some  of  these  older  attorneys  took  a  very  dim  view  of  me. 


Budgetary  Impounding  Provisions 


Horrow:    I  can  tell  you  about  starting  out  in  the  Internal  Revenue,  but  what 
more  can  I  say  about  my  Treasury  experience? 

Hicke:    The  budgetary  impounding  provisions  --  was  that  part  of  your  work  at 
Treasury? 

Horrow:   Yes.  There  was  one  stage  of  the  budgetary  process  when  there  was 

concern  about  the  fact  that  the  independent  commissions  and  agencies 
were  developing  their  own  budgets  and  obtaining  appropriations  out 
side  the  normal  budgetary  process.   Depending,  of  course,  on  the 
relationship  between  the  heads  of  these  various  commissions  and 
agencies  and  the  Congressional  leaders  of  the  appropriations  commit 
tees,  they  fared  either  modestly  or  generously. 

n 
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Horrow:   There  was  concern  at  that  time  that  some  of  these  independent  com 
missions  were  getting  appropriations  that  were  unduly  generous  and 
that  there  should  be  greater  budgetary  control  exercised  over  their 
appropriations.   Morgenthau,  the  Secretary  of  the  Treasury,  was  par 
ticularly  concerned  about  that,  as  well  as  Daniel  Bell,  who  was  the 
director  of  the  Bureau  of  the  Budget.   So  they  conceived  the  idea  of 
having  the  President,  by  reason  of  his  executive  powers,  impound 
appropriations  and  have  them  remain  unspent  and  then  covered  back 
into  the  Treasury  at  the  end  of  the  fiscal  year,  if  in  the  view  of 
the  executive  branch,  these  appropriations  were  excessive  and  unnec 
essary. 

Well,  that  idea  was  novel.   It  had  to  be  examined  from  a  con 
stitutional  standpoint  because  of  the  problem  of  whether  the  Presi 
dent  could  impinge  on  the  power  of  Congress  to  appropriate  monies  -- 
that  power,  of  course,  is  specifically  granted  to  Congress  under  the 
Constitution.   It  was  decided  that  implicit  in  the  powers  of  the 
President  was  his  control  over  the  executive  branch  of  the  govern 
ment.   Since  these  commissions  and  agencies  were  in  the  executive 
branch  of  the  government,  he  could  control  their  spending  even 
though  he  couldn't  control  the  amount  of  appropriations  made  by  Con 
gress. 

So  I  was  assigned  the  task  of  drafting  the  appropriate  execu 
tive  order,  and  I  did.   That  executive  order  --  as  was  the  case  for 
all  executive  orders  at  that  time  --  had  to  be  approved  by  the 
attorney  general.   There  was  kind  of  a  deadline  in  getting  that 
executive  order  out,  because  Morgenthau  was  having  lunch  with  the 
President  on  the  following  day  and  he  wanted  to  have  that  executive 
order  in  hand  to  explain  what  he  had  in  mind  and  have  the  President 
approve  it  then  and  there. 

So  I  marched  over  to  the  Department  of  Justice  and  had  an 
appointment  with  Stanley  Reed,  who  was  then  the  attorney  general. 
Reed  examined  it,  we  discussed  it,  and  he  approved  it.   The  next 
day,  I  had  to  go  over  to  the  White  House  and  as  I  recall,  it  was  the 
first  time  I  was  in  the  cabinet  room.   I  gave  it  to  one  of  the 
President's  secretaries  to  hand  over  to  Morgenthau  to  have  the 
executive  order  signed  by  Roosevelt. 

Hicke:    And  he  did? 

Horrow:    He  did,  he  approved  it.   That  was  the  first  time  it  had  been  done. 
When  [Richard  M.]  Nixon  was  involved  in  this  whole  problem  of 
impounding,  I  didn't  recall  any  reference  to  this  prior  precedent. 
I  looked  at  all  the  editorials  about  it,  all  the  comments  and  so  on, 
and  there  wasn't  any  reference  to  the  fact  that  Roosevelt  had  done 
this  very  thing  that  Nixon  was  roundly  being  condemned  for. 
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Of  course,  Nixon,  I  think,  went  way  beyond  what,  as  I  recall, 
was  in  that  executive  order.  The  executive  order  was  phrased  not  in 
terms  of  a  mandate  but  a  request.  The  theory  was  that  this  request 
would  be  honored  because  the  President  had  the  power,  in  the  case  of 
most  of  these  agencies,  to  remove  the  members  of  the  various  commis 
sions  and  agencies.  This  executive  order  was  drafted  as  an  adjunct 
of  his  power  of  removal.   As  I  recall,  it  was  different  somewhat 
from  what  Nixon  had  tried  to  do.   I  think  he  mandated  impoundment. 

Hicke:    Was  it  a  general  request  to  all  the  commissions  to  control  their 

spending  according  to  a  certain  percentage?   Or  after  the  executive 
order  did  he  then  go  ahead  and  direct  the  commission? 

Morrow:   The  Bureau  of  the  Budget  did  then  examine  the  appropriations  of  var 
ious  independent  commissions  and  agencies.   Where  the  Bureau  of  the 
Budget  felt  it  appropriate,  they  did  prescribe  spending  limits  for 
those  agencies . 

But  it  was  couched  in  general  terms  and  it  was  to  be  imple 
mented  by  the  director  of  the  Bureau  of  the  Budget. 

Hicke:    Well,  that's  pretty  interesting. 


Other  Assignments 


Morrow:   As  I  say,  here  I  was  a  novice  in  terms  of  experience,  background, 
and  the  practice.   Today,  any  such  assignment  for  a  lawyer  of  my 
experience  would  be  unthinkable,  but  in  those  days,  the  staffs  were 
very  limited  --  particularly  in  the  Treasury  Department.   In  terms 
of  numbers,  it  wasn't  a  very  large  legal  office.   It  wasn't  large  in 
relation  to  the  legal  problems  that  we  had  to  cope  with.   The  Trea 
sury  was  involved  with  the  gold  clause  cases  you  know,  and  legisla 
tion  was  enacted  to  invalidate  any  requirement  in  any  contract  for 
payment  in  gold.   It  had  enormous  economic  implications. 

There  were  all  kinds  of  matters  that  the  Treasury  was  involved 
in  of  great  moment  that  necessarily  had  to  be  assigned  to  young 
attorneys,  just  simply  because  the  staff  was  limited.  For  that 
reason  --  it  wasn't  due  to  any  great  prowess  on  my  part  --  I  think  a 
lot  of  these  chores  went  my  way  simply  because  I  was  there  and  some 
body  had  to  do  it. 

Hicke:    You  were  obviously  doing  it  well,  also. 

Morrow:    I  suppose  so.   [chuckling]   Some  of  the  things  that  I  did  have  stood 
the  test  of  time.   I  drafted  the  provisions  of  the  United  States 
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Code  involving  the  admissibility  of  writings  and  records  in  the 
regular  course  of  business.   Also,  provisions  dealing  with  the 
taking  of  evidence  abroad  for  admission  in  the  United  States  courts. 
How  or  why  I  ever  happened  to  do  that,  I'll  never  know,  but  nonethe 
less  I  did  it,  and  I  had  to  clear  the  legislation  with  the  Depart 
ment  of  Justice  people,  the  State  Department  and  so  on.   As  I 
recall,  I  even  drafted  the  committee  reports  for  the  committee 
staff,  reporting  this  legislation  by  the  House  Judiciary  Committee 
and  the  Senate  Judiciary  Committee. 


Was 


that  when  you  got  Dean  Wigmore's  advice  again? 


Yes.   When  the  bill  came  up  before  the  House  Judiciary  Committee, 
one  of  the  questions  asked  at  the  hearing  was  whether  Dean  Wigmore 
had  examined  it  and  what  he  thought  about  it.   So  I  undertook  to  get 
his  reaction.   I  got  a  letter  from  him  saying  that  he  had  examined 
the  proposed  legislation  and  he  endorsed  it  fully.   I  put  that 
letter  from  Dean  Wigmore  in  the  committee  reports. 

[chuckling]  There  were  all  kinds  of  things  that  occurred.   A 
lot  of  them  were  funny.   It  was  an  exciting,  heady  experience, 
because  we  were  right  in  the  midst  of  all  kinds  of  New  Deal  activi 
ties.   I  can  recall  when  the  Guffey  Coal  Act  was  going  through,  and 
the  Treasury  was  interested  in  it  because  it  had  some  tax  provi 
sions.   There  was  a  filibuster  by  Senator  Huey  Long.   [hearty 
chuckle]   We  were  sitting  up  in  the  Senate  gallery  listening  to  the 
debate.   I  think  it  was  late  at  night,  and  Huey  was  still  going 
strong.   Senators  were  standing  by,  and  the  minute  he  stopped 
talking  or  weakened,  why  they'd  end  the  filibuster,  so  Long  had  to 
keep  going.   There  wasn't  any  other  senator  helping  him.   It  was  a 
one-man  filibuster.   I  recall  him  picking  up  the  bill  and  waving  it, 
and  he  said,  "This  bill  is  like  a  dead  mackerel  in  the  moonlight. 
It  stinks  as  it  shines  and  it  shines  as  it  stinks."   [both  laugh] 
It's  in  the  Congressional  Record.   Oh,  he  was  marvelous;  he  was 
quite  an  orator. 

So  we  had  a  lot  of  fun  in  dealing  with  Congressional  problems. 
Sometimes  the  experiences  weren't  particularly  smooth,  were  a  little 
irksome.   I  remember  I  was  assigned  the  job  of  drafting  legislation 
to  facilitate  the  distribution  of  bonus  bonds  for  the  veterans  of 
World  War  I.   The  Post  Office  Department  insisted  on  specific  legis 
lation  that  would  deal  with  the  delivery  of  these  bonds.   The  Trea 
surer  was  most  insistent  that  these  bonds  be  delivered  in  person  and 
not  be  forwarded.   Otherwise  the  possibilities  of  fraud  and  diver 
sion  were  magnified  greatly  by  permitting  the  treatment  of  these 
bonus  payments  just  like  ordinary  mail. 

So  there  had  to  be  specific  legislation  enacted  to  cover  the 
delivery  of  the  bonus  bonds,  and  I  drafted  the  legislation.   It  went 
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through  the  House  without  any  problem  at  all.   They  recognized  the 
problems  and  they  were  anxious  to  see  that  the  bonus  bonds  were  dis 
tributed  efficiently  and  safeguarded. 

Then  it  got  to  the  Senate.   Senator  Kenneth  D.  McKellar  was  the 
chairman  of  the  Senate  Committee  on  Post  Offices  and  Post  Roads,  and 
he  just  simply  sat  on  the  bill  and  wouldn't  do  anything  about  it. 
We  had  a  deadline  there  because  the  bonds  were  being  printed  up  and 
they  were  getting  ready  for  distribution.   We  had  to  have  this  leg 
islation  enacted  before  they  were  put  in  the  mail.   So  I  went  up  to 
see  the  Senator  to  see  what  could  be  done  about  having  this  legisla 
tion  moved  along. 

The  Senator  greeted  me  very  coldly.   I  guess  he  looked  at  me  as 
a  young  pipsqueak,  and  he  said,  "I  am  a  United  States  senator,"  and 
he  said,  "if  you  want  anything  done  about  this  bill,  you'll  have  to 
have  the  Secretary  of  the  Treasury  telephone  me."   [chuckles]   So 
needless  to  say,  he  brushed  me  aside.   I  had  to  get  Morgenthau  to 
call  him.   All  that  was  involved,  I  think,  was  that  the  senator 
wanted  some  favors  done  by  the  Treasury  Department. 

There  were  things  like  that  that  occurred  where,  you  know,  you 
felt  frustrated.   Very  often  in  drafting  some  legislative  amendment 
that  was  voted  on  and  approved  by  a  majority  of  the  committee,  the 
next  day  they  might  tear  it  apart  and  reject  it.   There  was  a  good 
deal  of  that  going  on.   But  it  was  exceedingly  interesting.   There 
was  never  a  dull  moment  at  all  because  there  was  always  something 
hopping  all  the  time.   It  was  just  a  never-ending  succession  of  new 
things,  unusual  things.   There  simply  wasn't  any  routine  at  all 
involved  in  that  work. 

Well,  that  might  be  a  good  place  to  stop  for  today? 

Yes,  that'd  be  a  good  place  to  stop.   You  ask  whatever  questions  you 
like. 

[tape  interrupt ion ]## 

We  were  just  talking  off  the  tape  about  why  Treasury  had  so  many 
different  functions,  and  you  had  an  interesting  comment. 

There  were  a  number  of  new  activities  that  the  New  Deal  was  inter 
ested  in  that  didn't  logically  fall  in  the  province  of  the  other 
regular  departments  of  the  government.   A  prime  example  of  it  is  the 
Civil  Aeronautics  Authority  legislation,  which  went  to  Treasury  and 
was  under  its  sponsorship  and  managed  by  it  for  passage  through  Con 
gress. 
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I  believe  that  a  good  deal  of  the  legislation  of  that  character 
that  did  not  logically  fall  within  the  province  of  some  other 
department  of  the  government,  went  to  Treasury  because  of  the  spe 
cial  relationship  that  the  Secretary  of  the  Treasury,  Henry  Morgen- 
thau,  had  with  the  President.  The  Morgenthau  family  estate  was 
either  adjoining  or  very  close  to  the  Roosevelt  estate,  and  Morgen 
thau  was  in  essence  a  boyhood  friend  of  FDR's.   So  I  believe  that  a 
good  deal  of  the  responsibilities  that  the  Treasury  Department 
undertook  in  developing  and  securing  the  enactment  of  some  major 
pieces  of  New  Deal  legislation  fell  into  the  Treasury  Department 
because  of  that  relationship. 


Treasury  Building  and  Staff 

[Interview  continued:   December  8,  1986]## 


Hicke:    I  thought  we  could  start  this  time  by  just  finishing  up  on  your  work 
at  the  U.S.  Treasury  before  you  move  to  the  Bureau  of  Internal 
Revenue,  and  one  of  the  things  that  I  thought  I'd  ask  you  to  tell  me 
about  is  the  Treasury  building  and  the  office  where  you  worked. 

Horrow:   My  office  in  the  General  Counsel's  office  of  the  Treasury  Department 
was  in  the  main  Treasury  building,  which  was  an  ancient  structure 
going  back  to  the  days  of  President  Andrew  Jackson.   The  story  is 
that  Jackson  at  that  time  was  feuding  with  Congress  about  the  cre 
ation  of  an  independent  treasury,  and  he  had  this  building  built  as 
it  stands  today  between  the  White  House  and  the  Capitol  with,  it  is 
said,  the  apparent  intent  of  keeping  the  Capitol  out  of  Andrew  Jack 
son's  view  from  the  White  House. 

My  office  was  on  the  first  floor  in  the  corner  of  the  building 
where  most  of  the  General  Counsel's  office  personnel  were  housed. 
There  was  no  air  conditioning  in  the  building  at  that  time,  so  that 
[chuckles]  during  the  summer  the  rooms  were  not  very  comfortable. 
We  had  quite  long  hours,  and  when  Congress  was  in  session  we  started 
in  the  office  around  eight  o'clock,  and  after  an  appropriate  break 
for  dinner,  we  many  times  would  work  until  two  or  three  o'clock  in 
the  morning. 

Our  work  load  was  so  heavy  one  session  that  Secretary  Morgen 
thau  gave  us  special  leave  when  Congress  adjourned  to  permit  us  to 
recuperate. 

Hicke:    He  was  often  up  on  the  Hill  testifying  himself,  I  believe  -- 
according  to  what  I've  read. 
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Horrow:    Yes.   The  Treasury  was  exceedingly  active  in  all  of  the  New  Deal 
affairs,  and  my  notion  is  that  the  Treasury  was  really  the  hub  of 
the  New  Deal  because  so  many  of  the  New  Deal  programs  involved  mas 
sive  spending.   Many  of  the  New  Deal  programs  were  new  --  and  so  new 
that  a  number  of  them  were  subject  to  constitutional  challenge. 

The  range  of  legal  work  was  so  extensive  that  in  many  ways  it 
involved  as  broad  a  range  of  legal  work  as  would  ever  be  encountered 
in  private  practice,  plus  all  of  the  problems  that  are  unique  to 
government . 

Hicke:    How  large  was  the  General  Counsel's  staff? 

Horrow:    It's  a  little  too  difficult  to  reconstruct  the  actual  numbers,  but 
it  was  a  fairly  small  group  in  terms  of  the  work  load  that  we  were 
exposed  to  and  the  number  of  problems  and  the  magnitude  and  the 
importance  of  the  problems  that  we  had  to  focus  our  attention  on. 

There  were  five  assistant  general  counsels,  and  each  assistant 
general  counsel  had  probably  not  more  than  three  or  four  staff 
attorneys  at  most,  so  that  the  immediate  group  was,  as  I  say,  quite 
small.   There  were,  of  course,  a  number  of  attorneys  in  the  Treasury 
Department  who  were  not  in  the  General  Counsel's  office.   For 
example,  the  Bureau  of  Internal  Revenue  and  the  Bureau  of  Customs 
had  a  number  of  attorneys,  as  did  the  Controller  of  the  Currency, 
the  Public  Debt  Office,  Procurement;  all  of  the  other  divisions  of 
the  Treasury  Department  had  their  own  legal  staff.   But  all  of  the 
major  policy  matters  and  all  of  the  regulations,  important  legal 
questions  --  they  all  had  to  filter  through  the  General  Counsel's 
office,  because  they  required  either  the  attention  of  the  Secretary 
himself  or  an  assistant  secretary  of  the  Treasury. 

Hicke:    Was  each  assistant  general  counsel  responsible  for  a  certain  area  of 
legal  work? 

Horrow:    Yes.   There  was  a  division  of  work.   The  assistant  general  counsel 
that  I  was  assigned  to  work  under  was  assigned  primarily  to  work  in 
the  area  of  legislation  and  regulations.   There  were  other  areas: 
for  example,   procurement,  public  debt,  customs,  banking,  and  the 
like  were  assigned  to  the  other  assistant  general  counsels.   But, 
because  of  the  --  oh,  shall  I  say  the  lack  of  manpower,  there  was  a 
considerable  amount  of  interchange  of  work  between  the  various 
groups . 

I  recall  one  instance  when  there  were  problems  involving  the 
issuance  by  the  States  of  sales  tax  tokens.   This  was  a  serious 
problem  for  the  Treasury  because,  as  you  know,  the  coinage  and  the 
monetary  system  is  the  exclusive  province  of  the  federal  government, 
and  there  were  situations  where  the  states  attempted  to  have  these 


The  old  U.S.  Treasury  building,  Harry  Morrow's  erstwhile 
place  of  employment,  as  depicted  on  the  ten  dollar  bill. 
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sales  tax  tokens  passed  from  hand-to-hand  just  like  coins.   This  was 
a  matter  that  either  required  legislation,  regulations,  or  some 
other  phase  of  legal  effort  by  the  Treasury  to  monitor  these  situa 
tions  and  insure  that  these  sales  tax  tokens  would  not  be,  in 
essence,  a  substitute  for  coins  and  have  to  some  extent  the  charac 
teristic  of  legal  tender. 

This  was  a  matter  that  fell  within  the  group  that  I  was 
assigned  to,  as  well  as  the  group  that  had  primary  responsibility 
over  monetary  and  banking  matters.   So  there  weren't  any  very  hard- 
and-fast  lines  drawn  between  the  various  groups,  mostly  because  the 
General  Counsel's  office  was  brand  new.   There  wasn't  any  history  or 
experience  that  called  for  a  more  structured  organization.   However, 
because  of  the  necessity  for  operating  efficiently  and  to  have  some 
semblance  of  continuity  in  the  work,  there  necessarily  had  to  be 
some  division  between  the  various  functions  of  the  General  Counsel's 
office. 


More  Legislation 


Horrow:    It's  a  little  difficult  for  me  to  reconstruct  the  amount  of  time  and 
effort  that  I  spent  on  purely  legislative  matters,  purely  regulation 
matters,  simply  because  the  days  were  so  full  and  so  charged  with 
fast-moving  developments  that  you  just  simply  didn't  have  time  to 
think  about  what  happened  the  day  before  or  the  week  before.   You 
had  too  many  matters  that  were  clamoring  for  immediate  attention. 
So  it  was  an  exceedingly  busy  experience. 

Hicke:    One  of  things  that  you  said  you  worked  on  were  grants  for  the  Public 
Health  Service. 


Horrow:   Yes.   Well,  an  example  of  legislation  that  was  sort  of  unusual  was 
the  institution  of  large  grants -in-aid  for  the  public  health  ser 
vices  of  the  various  states.   These  grants  were  to  be  administered 
by  the  Public  Health  Service  which,  for  some  unknown  reason,  was 
under  the  jurisdiction  of  the  Treasury  Department.   I  was  assigned 
the  task  of  drafting  the  necessary  legislation  to  bring  this  about 
and  to  do  some  work  in  steering  the  legislation  through  Congress. 

The  Treasury  did  a  lot  of  its  own  lobbying  on  legislation  that 
the  Treasury  was  primarily  interested  in.   But  the  Democrats  were 
massively  in  control  of  Congress  at  that  time  because  of  the  New 
Deal,  and  generally  speaking,  the  administration  did  not  have  very 
much  difficulty  in  getting  through  necessary  legislation  that  was 
not  very  controversial.   But  there  were  a  great  many  matters  that 
were  controversial  because  they  were  innovative,  and  even  though  the 
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Treasury  was  involved,  to  a  great  extent  the  Congressional  efforts 
were  led,  for  the  most  part,  by  liaison  at  the  Capitol  with  people 
who  were  primarily  reporting  to  [James  A.]  Farley. 

Postmaster  General  Farley  was  one  who  had  a  great  deal  of 
influence  with  Congress.   Men  who  did  the  lobbying  for  the  adminis 
tration  on  the  administration-sponsored  legislation  that  was  contro 
versial  reported  to  Farley. 

Hicke:    Did  you  actually  do  any  lobbying  yourself? 

Horrow:   Oh  yes.   Well,  in  situations  where  I  was  directly  responsible  for 

drafting  legislation  and  running  it  through  the  legislative  process, 
I  had  to  talk  to  the  staff  people  and,  if  necessary,  the  committee 
chairmen  first  to  make  sure  the  legislation  was  introduced.   Gener 
ally  there  was  little  difficulty  about  having  that  accomplished. 
But  to  have  the  necessary  committee  action  --  participation  in  hear 
ings  on  it,  and  favorable  reports,  and  that  sort  of  thing  --  that 
was  part  of  the  responsibility  that  I  was  charged  with  on  particular 
legislative  matters  I  was  concerned  with.   For  example,  the  bonus 
bond  distribution  legislation  which  I  told  you  about  was  something  I 
alone  handled  for  the  Treasury. 

There  were  other  instances,  too,  where  I  had  a  responsibility 
on  bits  of  legislation  that  were  minor,  of  course,  in  the  overall 
picture,  but  nonetheless  I  had  to  get  very  well  acquainted  --  as  I 
did  --  with  the  Congressional  process  of  enacting  legislation.   I 
don't  think  it's  changed  very  much;  there  still  is  the  same  confu 
sion  and  politicking  --  if  you  want  to  use  that  term  --  that  goes  on 
and  probably  will  go  on  forever-and-a-day  as  long  as  we  have  our 
present  Congressional  system. 

Legislation  was  an  important  part  of  my  work.   But  as  I  say, 
there  were  a  number  of  chores  that  really  involved  legal  analysis 
and  the  same  sort  of  legal  work  that  would  be  involved  in  advising 
any  administrative  or  executive  officer.   I  can't  recall  specifi 
cally  the  legal  opinions  that  I  wrote,  but  needless  to  say  there 
were  any  number  of  legal  problems  that  the  Treasury  had  to  deal 
with. 

I  mentioned  the  sale  of  the  land  on  Constitution  Avenue  as  a 
site  for  the  Federal  Reserve  Building. 

That  simply  illustrates  the  range  of  legal  work  done,  and  I  was 
extremely  satisfied  with  the  experience  that  I  was  getting  as  a 
young  lawyer,  because  it  was  far  greater  than  anything  that  I  would 
have  dared  to  be  exposed  to  with  a  private  law  firm.   Simply  because 
of  the  fact  that  the  staff  was  small  and  the  legal  problems  had  to 
be  dealt  with  was  one  reason  why  I  was  assigned  legal  problems  of  an 
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importance  and  magnitude  that  no  one  would  have  dared  to  assign  to 
me,  in  the  light  of  my  limited  experience,  if  I  had  been  in  private 
practice. 

Hicke:     I  wonder  what  the  trend  is  for  the  future,  now  that  young  attorneys 
are  not  getting  that  kind  of  experience.   Is  this  going  to  make  a 
big  difference? 

Horrow:   Well,  it's  a  little  hard  to  deal  in  generalities,  of  course,  but  one 
of  the  unfortunate  results  of  bigness  with  many  of  the  large 
firms  --  and  it's  true  of  our  own  firm  --  is  the  fact  that  bigness 
results  in  specialization  and  the  narrowness  of  the  experience  which 
a  young  lawyer  may  encounter.   The  general  practitioner  in  law,  just 
as  the  general  practitioner  in  medicine,  is  rapidly  becoming  a  thing 
of  the  past.   But  I  am  glad  to  say  that  initially  I  started  out 
pretty  much  as  a  general  practitioner,  if  that  was  possible,  in  the 
context  of  government  legal  work.   The  only  thing  I  lacked  was  trial 
work,  and  I  wanted  to  get  involved  in  trial  work. 

Hicke:    And  you  did  when  you  went  into  the  Bureau  of  Internal  Revenue? 
Horrow:    Yes. 

Hicke:    But  before  we  move  onto  that,  how  about  the  Coast  Guard  Academy 
story  --  is  that  worth  talking  about? 

Horrow:    Not  really  --  it's  just  one  minor  incident. 


Trial  Work  in  U.S.  Tax  Court## 


Hicke:    Well,  maybe  we  should  move  on  now  to  the  Bureau  of  Internal  Revenue, 
when  you  began  work  as  a  tax  trial  lawyer. 

Horrow:    All  right.   As  I  have  indicated,  the  work  at  the  Treasury  was  very 
strenuous,  especially  in  terms  of  unusual  hours  of  work  required 
because  of  attendance  on  Congressional  committees  that  were  actively 
reviewing  legislation  that  the  Treasury  was  involved  in.   That  was 
one  reason  why  I  wanted  to  be  transferred  out  of  the  General  Coun 
sel's  office.   Another  reason  was  that  I  wanted  to  get  into  trial 
work. 

The  only  trial  work  opportunity  that  was  available  was  that  in 
the  Bureau  of  Internal  Revenue,  and  when  I  made  my  request,  I  was 
promised  that  as  soon  as  the  Revenue  Act  of  1936  became  law,  my 
transfer  would  take  effect.   I  was  doing  work  on  the  Revenue  Act  of 
1936,  and  it  wasn't  considered  advisable  to  have  me  move  over  to 
Internal  Revenue  until  it  had  actually  been  enacted. 
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Hicke: 


Morrow: 


Hicke: 

Horrow : 
Hicke: 
Horrow : 


I  mentioned  that  I  was  so  anxious  to  get  started  in  the  trial 
work  at  the  Internal  Revenue  that  I  took  on  the  drafting  and  prepa 
ration  of  the  letter  from  the  Secretary  of  the  Treasury  to  the 
President  reviewing  the  Revenue  Act  of  "36,  recommending  that  the 
enrolled  bill  be  approved  by  the  President.   I  had  a  photostat  made 
of  the  approved,  enrolled  bill.   I  presented  it  to  Oliphant,  the 
general  counsel,  and  indicated  that  that  was  my  transportation 
ticket  to  the  Bureau  of  Internal  Revenue. 

The  next  week  I  was  over  in  Internal  Revenue.   Unfortunately, 
because  of  my  experience  with  the  Revenue  Act  of  1936,  the  adminis 
trative  assistant  to  the  chief  counsel  of  the  Bureau  of  Internal 
Revenue  encountered  me,  and  realizing  that  I  was  familiar  with  the 
Revenue  Act  of  1936,  assigned  me  to  work  on  regulations  under  the 
Revenue  Act  of  1936  before  I  actually  got  into  trial. work. 

The  Internal  Revenue  had  jurisdiction  over  tax  litigation  that 
arose  in  the  Tax  Court  of  the  United  States.   It  did  not  have  trial 
jurisdiction  over  tax  cases  that  were  brought  in  the  district  courts 
of  the  United  States  or  the  court  of  claims.   The  Department  of  Jus 
tice  had  jurisdiction  over  those  cases,  although  Internal  Revenue 
did  advise  the  Department  of  Justice  and  help  prepare  those  cases 
for  trial.  The  actual  trial  work,  though,  in  the  district  courts 
and  the  court  of  claims  was  actually  done  by  Department  of  Justice 
attorneys ,  and  to  some  extent  by  attorneys  in  the  various  offices  of 
the  United  States  Attorneys,  mostly  in  the  larger  cities. 

Can  you  explain  how  the  Tax  Court  system  differs  from  the  regular 
court  system? 

Well,  the  Tax  Court  of  the  United  States  is  a  trial  court.   It  dif 
fers  in  no  major  respects  from  any  other  court  of  original  trial 
jurisdiction  in  the  federal  system.   The  rules  of  the  court  are,  of 
course,  geared  mostly  to  tax  litigation,  but  in  all  other  respects 
the  actual  conduct  of  the  trial  is  essentially  the  same  as  the  trial 
work  that  is  done  in  the  other  courts . 

So  a  case  may  be  originally  brought  in  a  district  court,  am  I  cor 
rect? 

United  States  District  Court,  yes. 

And  then  the  appeal  from  there  would  go  to  a  -- 

The  jurisdiction  of  the  United  States  district  courts  is  with 
respect  to  refund  suits.   In  the  Tax  Court,  the  jurisdiction 
involves  tax  liability  determined  by  the  Commissioner  of  Internal 
Revenue,  although  it  does  have  the  power  in  such  cases  to  determine 
an  overpayment  for  refund.   But  initially,  the  case  had  to  arise  out 
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of  the  determination  of  a  deficiency  in  tax  liability  in  three 
areas:   the  income  tax,  the  gift  tax,  and  the  estate  tax  --  which  of 
course  is  the  bulk  of  practically  all  of  the  tax  litigation  in  the 
federal  courts. 


Hicke: 
Horrow: 


In  addition  to  the  conduct  of  the  trials  themselves,  the  trial 
attorneys  had  to  be  involved  in  negotiations  for  settlements  of 
cases.   A  great  many  of  the  cases  were  settled  before  trial. 

The  work  at  that  time  was  centralized.   All  of  the  trial  attor 
neys  were  in  the  Bureau  of  Internal  Revenue  in  Washington,  D.C.,  and 
we  went  on  circuit  with  the  trial  judges  to  the  various  cities 
around  the  country.   On  the  average  we  maintained  a  docket  of  about 
two  hundred  cases,  and  the  cases  were  pretty  much  assigned  initially 
on  a  random  basis. 

You  might  have  a  case  assigned  to  you  initially  in  the  pleading 
stage  that  would  call  for  a  trial  in  almost  any  part  of  the  United 
States,  but  when  the  trial  calendars  were  made  up,  the  trial  attor 
neys  were  assigned  a  group  of  cases  for  trial  in  a  particular  city. 
For  example:   I  might  be  assigned  cases  for  trial  in  New  York  City 
or  Chicago  or  Nashville  or  wherever.   And  the  practice  then  was  to 
have  [chuckles]  a  messenger  trundle  in  a  whole  raft  of  files,  and  on 
top  of  these  files  would  be  a  memorandum  saying,  "The  following 
cases  are  assigned  to  you  for  trial"  in  say,  Chicago,  Illinois,  on 
such-and-such  a  date,  and  many  of  the  cases,  you  had  never  previ 
ously  anything  to  do  with. 

How  much  advance  notice  would  you  get? 

Well,  you  were  lucky  if  you  got  six  weeks  advance  notice.   Sometimes 
there 'd  be  less  than  that,  because  the  assignment  of  these  cases 
depended  a  good  deal  upon  the  arrangement  of  calendars  by  the  Tax 
Court.   The  Tax  Court's  calendars  were,  at  certain  times,  set  on  the 
basis  of  the  number  of  cases  that  had  accumulated  in  particular 
cities  and  sometimes  that  wasn't  a  procedure  that  necessarily  gave 
the  trial  group  very  much  advance  notice,  if  and  when  a  calendar  was 
going  to  take  place. 

I  think  the  Tax  Court  is  much  better  administered  now,  so  that 
the  Internal  Revenue  Service  has  a  little  better  picture  of  where 
these  calendars  are  going  to  take  place  and  when,  and  correspond 
ingly  can  arrange  the  assignment  of  trial  work  accordingly. 

The  trial  attorneys  were  arranged  in  groups  composed  of  not 
more  than,  say,  half  a  dozen  lawyers,  with  one  very  senior  attorney 
as  the  head  of  the  group.   The  idea  was  to  provide  some  administra 
tive  reallocation  of  work  within  the  group.   But  generally  speaking, 
we  each  handled  our  own  trials,  settlement  of  our  own  cases,  did  our 
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Hicke: 
Horrow: 

Hicke: 
Horrow: 

Hicke: 
Horrow : 

Hicke: 
Horrow: 


own  briefing  and  did  our  own  work  in  making  recommendations  on 
appeals. 

The  appeals  went  to  the  United  States  Courts  of  Appeals .  We 
also  advised  the  Department  of  Justice  on  appellate  matters,  and  of 
course  when  cases  went  through  the  appellate  courts,  we  also  advised 
whether  or  not  certiorari  should  be  requested  for  review  by  the 
United  States  Supreme  Court. 

So  the  trial  experience  was  pretty  extensive.   I  recall  one 
calendar  in  Chicago,  Illinois,  that  lasted  about  two  months.   We  had 
an  exceedingly  heavy  load  because  of  the  accumulation  of  cases  and 
the  desire  to  clean  up  and  to  try  to  reduce  the  backlog  of  pending 
cases.  When  you  have  a  trial  calendar  where  you  have  maybe  --  oh, 
twenty  cases  that  you  might  have  to  gear  up  for  trial  in  a  two-month 
period,  that  can  be  pretty  strenuous. 

At  the  same  time,  you  had  to  be  involved  in  negotiations  for 
settlement  as  well  as  preparation  for  trial.   You  had  very  little 
opportunity  for  that  in  Washington,  B.C. ,  for  the  reason  that  the 
Internal  Revenue  agents  who  investigated  these  cases  and  were 
responsible  for  the  reports  and  the  findings  of  fact  that  resulted 
in  the  determination  of  tax  liability  were  located  in  the  cities  in 
which  you  had  to  try  these  cases.   So  many  times  you  had  no  contact 
at  all  with  the  investigative  people  as  you  prepared  for  trial, 
until  you  arrived  at  the  particular  city  where  the  trials  were  to 
take  place. 

The  U.S.  government  would  be  the  plaintiff  in  these  cases? 

No,  all  these  cases  were  petitions  for  redetermination  of  liability 
and  they  were  brought  against  the  Commissioner  of  Internal  Revenue. 

Oh. 

The  determination  of  liability  was  made  by  the  Commissioner  of 
Internal  Revenue. 

Okay  --  and  that  was  then  issued  to  the  -- 

To  the  taxpayer,  and  if  that  taxpayer  contested  the  tax  liability, 
why,  then  the  petition  was  brought  in  the  Tax  Court. 

Right.   Thank  you. 

That's  the  way  it  worked.   The  range  of  cases  was  unlimited,  because 
tax  liabilities  were  determined  in  almost  any  business  context  and 
the  individual  situation.   Sometimes  the  cases  involved  relatively 
large  sums  of  money,  and  the  attorneys  representing  the  taxpayers 
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were  quite  skilled  in  trial  work  and  also  tax  practice,  so  that  it 
wasn't  a  case  of  the  government  attorneys  out -manning  the 
representatives  of  the  taxpayers  in  terms  of  experience  or  ability. 

Hicke:    These  were  both  individuals  and  businesses? 

Morrow:    Yes.   These  cases  involved  any  tax  reporting  entity  --  whether  an 
individual,  an  estate  or  trust,  or  corporation  or  association,  or 
whatever.   After  the  trial  of  a  case,  the  attorney  who  tried  the 
case  had  to  write  the  briefs.   I  very  soon  learned  I  didn't  have 
time  to  write  anything  out.   I  dictated  all  of  my  briefs  to  my  sec 
retary.   And  I  continued  the  practice  even  in  private  practice.   It 
proved  to  be  very  helpful,  because  I  thought  it  permitted  a  more 
forceful  presentation  by  just  simply  giving  a  brief  orally,  and  then 
of  course  polishing  it  up  later  on.   I  thought  this  avoided  a  more 
labored  result  which  might  come  from  just  simply  writing  it  down  and 
then  having  to  transcribe.   So  early  on,  I  dictated  all  my  briefs. 

Hicke:    Certainly  that  was  one  thing  that  enabled  you  to  handle  such  a  mas 
sive  case  load. 

Morrow:   Well,  there  was  such  a  volume  of  cases  that  you  just  simply  had  to 
learn  how  to  manage  your  time  to  deal  with  it.   Initially,  since  I 
was  the  youngest  trial  lawyer  in  the  office,  I  was  given  the  job  of 
handling  the  motion  calendar  of  the  court,  which  came  up  once  a 
week.   Because  the  attorneys  in  the  trial  group  were  so  busy,  they 
fobbed  off  on  me  a  lot  of  problems  where  they  should  have  appeared 
personally  and  handled  it  themselves. 

For  example:   sometimes  their  cases  would  come  back  for  a 
retrial  under  a  mandate  of  the  Court  of  Appeals ,  and  one  of  the 
important  aspects  of  retrial  would  be  the  law  of  the  case.   What  law 
had  been  settled?  And  what  matters  required  further  examination  and 
retrial?  And  some  of  these  cases  were  quite  complicated.   The  files 
would  sometimes  be  a  foot  or  a  foot-and-a-half  high  because  of  the 
prior  history  of  the  litigation.   I'd  have  to  wade  through  all  of 
that  to  find  out  what  was  involved  in  a  particular  matter  that  came 
up  on  motion. 

So  it  wasn't  an  easy  job,  but  it  was  good  experience,  because 
you  had  to  be  a  fast  learner  or  else.   I  was  able  to  get  a  pretty 
good  handle  on  trial  procedure  more  quickly  through  that  motion 
work. 


In  the  first  case  I  tried,  I  recall  I  was  assisted  by  one  of 
the  senior  attorneys  in  our  group.   It  was  a  case  involving  the 
failure  of  the  largest  bank  in  Richmond,  Virginia,  and  a  question  of 
whether  a  stock  loss  had  occurred  and  when  it  occurred  --  because 
the  bank  was  taken  over  and  reorganized.   I  recall  being  told, 
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"Well,  on  your  first  case,  you've  got  to  win;  you  have  to  win  your 
first  case,  no  matter  what  else  happens  [both  laugh]  just  to  get  you 
started  on  the  right  foot." 

So  needless  to  say  I  worked  like  a  beaver  on  the  case  and 
probably  indulged  in  a  little  over-kill,  but  it  was  tried  and  we  won 
it. 

Hicke:    [laughing]  That's  good. 

Horrow:    But  there  are  a  great  many  cases,  of  course,  so  that  you  win  some 
and  lose  some.   It  was  an  exceedingly  interesting  experience. 

Hicke:    How  long  did  you  continue,  then,  with  the  Internal  Revenue? 

Horrow:   Well,  I  continued  in  the  trial  work  on  circuit  when  I  was  in 

Washington,  B.C.  until  1938.   In  1938,  the  Internal  Revenue  Service 
underwent  a  decentralization,  and  I'm  glad  to  say  that  I  had  some  -- 
oh,  some  input  in  bringing  that  about.   At  that  time,  the  procedure 
involving  tax  matters  that  were  in  controversy  was  highly  central 
ized  in  Washington,  D.C.   Harold  Graves,  who  was  an  administrative 
assistant  in  the  Treasury  Department,  was  assigned  the  task  --  by 
the  secretary  --  of  reviewing  the  Internal  Revenue  procedure  to 
determine  whether  or  not  there  should  be  some  reorganization  to 
bring  about  a  more  efficient  handling  of  tax  matters. 

And  I  suspect  at  that  time  there  was  some  dissatisfaction  with 
the  centralized  management  of  all  tax  matters  in  Washington,  D.C.   I 
was  acquainted  with  Harold  Graves  because  of  my  work  in  the  General 
Counsel's  office  in  the  Treasury  Department.   While  he  was  quite 
versed  in  administrative  matters,  he  was  not  a  lawyer  and  had  no 
background  whatsoever  in  tax  matters.   Because  he  knew  that  I  was  in 
Internal  Revenue  and  had  been  with  Internal  Revenue  involved  in 
trial  work  for  about  two  years ,  he  came  to  me  and  asked  for  my  views 
as  to  what  might  be  done  to  bring  about  a  more  efficient  administra 
tion  of  the  Internal  Revenue  matters. 

I  told  him  that  I  thought  it  might  be  useful  for  him  to  have  a 
chronology  of  some  sample  cases  that  were  assigned  to  me  for  ulti 
mate  trial  in  the  Tax  Court.   I  felt  that  this  would  be  one  way  of 
giving  him  a  very  shorthand  and  convenient  view  of  what  transpired 
administratively  in  the  origin  and  processing  of  a  tax  controversy. 

So  I  selected  a  few  cases  that  I  thought  were  typical  of  what  I 
was  confronted  with  in  my  trial  work  and  delved  into  the  files  and 
started  from  the  very  beginning  in  terms  of  the  chronology  as  to  the 
origin  of  this  particular  tax  controversy  that  emerged  in  the  form 
of  a  suit  in  the  Tax  Court.   And  with  that,  I  recall  telling  Graves 
that  the  system  that  existed  reminded  me  somewhat  of  a  situation 
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that  would  obtain  if  the  enormous  River  Rouge  plant  of  the  Ford 
Motor  Company  was  used  not  only  to  make  Ford  autos  but  also  toy 
automobiles.   I  said  every  little  tax  controversy,  no  matter  how 
insignificant  in  terms  of  its  importance  in  the  development  of  the 
tax  law,  or  the  amount  involved,  had  to  be  resolved  in  Washington, 
D.C. 

And  I  said  that  to  apply  the  same  administrative  procedure  to 
every  single  type  of  tax  controversy  in  a  centralized  setup  was  just 
a  very  inefficient  and  also  unnecessarily  difficult  and  expensive 
method  of  resolving  tax  controversies. 

I  think  that  started  his  thinking  about  decentralization.   A 
very  short  time  afterwards,  the  announcement  was  made  that  an  expe 
riment  would  be  put  in  place  for  a  decentralized  procedure.   The 
first  experimental  office  was  to  be  in  San  Francisco,  California. 
This  was  in  1938.   This  office  was  to  be  staffed  by  three  attorneys. 
The  chief  counsel  advised  that  all  the  trial  attorneys  -- 


Horrow:    --  in  the  office  could  make  a  request  for  a  transfer  to  San 

Francisco,  if  they  wanted  to  volunteer  to  take  part  in  this  experi 
ment.   I  thought  at  the  time  that  the  decentralization  was  inevi 
table.   I  felt  that  the  work  that  we  were  then  carrying  on  by  having 
attorneys  go  out  from  Washington,  D.C.  for  trial  work  in  the  various 
cities  around  the  country  had  many  disadvantages.   I  felt  that  it 
was  inevitable  that  this  experiment  would  be  considered  successful 
and  that  the  trial  work  of  the  Chief  Counsel's  office  would  be 
decentralized. 

So  I  put  in  a  request  for  a  transfer  to  San  Francisco.   I 
learned  to  my  dismay,  when  I  put  in  my  request,  that  there  were  over 
thirty-five  other  attorneys  in  the  [chuckles]  Chief  Counsel's  office 
that  wanted  to  go  to  San  Francisco,  too.   But  I  was  fortunate  enough 
to  be  one  of  the  three  selected. 


Move  to  San  Francisco 


Horrow:    In  1938  I  came  out  to  San  Francisco  for  trial  work  for  the  Bureau  of 
Internal  Revenue.   We  started  out  in  San  Francisco  with  a  two-  or 
three-month  trial  calendar.   After  the  conclusion  of  that,  it  was 
decided  that  decentralization  should  be  put  into  effect,  and 
regional  divisions  were  set  up  throughout  the  United  States,  with 
trial  attorneys  assigned  to  the  major  cities  in  each  one  of  these 
regional  divisions  to  handle  the  trial  work. 
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The  trial  work  in  San  Francisco  was  essentially  the  same, 
although  there  was  some  travel  involved,  because  we  had  quite  a 
broad  area  to  deal  with.   Although  trial  attorneys  were  assigned  to 
Seattle,  Portland,  and  Los  Angeles,  nonetheless,  when  heavy  calen 
dars  arose  I  frequently  had  to  travel  to  assist  in  the  trial  of 
cases  in  those  cities. 

In  addition  to  the  trial  work,  we  also  were  assigned  legal 
advisory  work  for  the  district  directors  of  Internal  Revenue. 

Hicke:    What  would  that  involve? 

Horrow:   Well,  many  times  the  local  office  would  be  confronted  with  problems 
that  were  either  similar  or  identical  to  problems  that  were  on 
trial.   They  might  want  advice  as  to  how  to  handle  those  cases  -- 
whether  to  hold  them  in  suspense,  or  move  them  forward  or  whatever, 
depending  on  the  status  of  the  litigation.   So  there  was  an  inter 
play  obviously  between  tax  controversies  that  were  in  litigation  and 
tax  problems  that  were  still  in  the  administrative  stage. 

I  decided  to  become  a  member  of  the  Bar  of  the  State  of 
California,  as  long  as  I  was  in  California.   I  had  been  admitted  to 
the  Bar  of  Illinois  and  also  the  Bar  of  the  District  of  Columbia.   I 
learned  that  because  of  my  government  practice,  California  at  that 
time  would  not  admit  me  as  an  attorney  on  the  basis  of  reciprocity 
with  the  Bar  of  any  other  state.   So  in  order  to  be  admitted  in 
California,  I  had  to  take  a  three-day  examination,  just  like  some 
body  fresh  out  of  law  school. 

I  was  married  then.   My  wife  was  a  native  of  San  Francisco,  and 
I  was  teaching  part-time  at  the  University  of  San  Francisco  Law 
School.   I  was  teaching  Constitutional  Law  and  Taxation,  and  I  had 
thought  that  I  would  take  a  Bar  review  course  in  order  to  prepare 
myself  for  this  three-day  written  examination.   For  some  reason,  the 
date  of  the  examination  was  advanced  without  my  knowing  about  it ,  so 
that  I  never  had  an  opportunity  to  take  the  Bar  review  course.   I 
was  then  also  engaged  in  the  trial  of  cases  and  so  I  couldn't  take 
any  time  off. 

I  also,  as  I  said,  had  started  teaching  some  courses  at  the 
University  of  San  Francisco  Law  School,  and  I  realized  that  having 
been  out  of  law  school  for  four  or  five  years,  I  had  to  have  some 
brush-up  on  all  the  [chuckles]  nooks  and  crannies  of  law  that  I  was 
sure  would  be  covered  by  this  Bar  examination  that  I  hadn't  dealt 
with  since  law  school. 

I  prepared  myself  for  this  examination  in  a  period  of  about  -- 
oh,  I  think  I  had  less  than  two  weeks;  I  think  I  had  about  ten  days 
to  prepare  for  it.  So  what  I  did  was  to  take  Cal  Juris ,  which  I 
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think  at  that  time  had  about  fifty-two  volumes.   I  divided  the 
number  of  volumes  by  the  number  of  days  I  had  to  prepare  for  this 
thing,  then  [chuckling]  in  the  wee,  small  hours  of  the  morning,  I 
flipped  through  the  pages,  and  if  I  saw  some  chapter  that  looked 
rather  unfamiliar,  I  might  do  a  little  reading  just  to  brush  up. 
That's  how  I  prepared,  and  fortunately,  I  didn't  muff  it.   I  passed 
the  exam  and  I  was  admitted  to  the  California  Bar. 

Hicke:    What  year  was  this  --  do  you  recall? 
Horrow:    I  think  it  was  either  1939  or  1940. 
Hicke:     Okay. 

Horrow:   Then,  of  course,  the  draft  came  along,  and  initially  I  was  entitled 
to  exemption  because  I  was  a  government  attorney,  but  later  on  I  was 
found  to  be  a  4F  because  of  a  blown  ear  drum  and  extreme  nearsight- 
edness.   So  I  was  not  in  a  position  when  war  broke  out  to  get  into 
uniform,  which  I  wanted  to  do  no  matter  what  my  chore  would  be  -- 
whether  it  be  a  desk  job  in  Washington  or  wherever.   But  that  was 
not  to  be.   Although  I  could  have  probably  worked  for  the  air  force 
or  the  Navy  or  one  of  the  military  departments  because  of  my  experi 
ence  in  the  tax  field,  doing  work  on  government  contracts  or  renego 
tiation.   I  soon  learned  that  under  no  circumstances  would  they  put 
me  in  uniform,  as  long  as  I  was  4F. 

So  I  resolved  then  that  I  might  just  well  stay  with  Internal 
Revenue.   The  work  of  Internal  Revenue,  of  course,  continued  pretty 
much  as  it  had,  although  there  was  more  advisory  work  than  anything 
else  because  of  the  new  taxes  that  were  imposed  to  cover  the  cost  of 
the  war  effort.   These  new  taxes  were  very  sharply  increased  taxes 
on  individuals  and  the  excess  profits  taxes  on  corporations.   And  as 
I  say,  all  I  did  was  tax  work,  although  at  one  stage  I  was  assigned 
as  a  hearing  officer  under  the  Trading  With  the  Enemy  Act.   But  that 
didn't  amount  to  very  much  --  just  a  couple  of  hearings  involving 
people  that  were  charged  with  extorting  money  from  relatives  of  Jews 
who  were  under  duress  by  Nazi  Germany. 

And  then  when  Pearl  Harbor  broke  out,  I  was  sent  to  the  Federal 
Reserve  building  here  in  San  Francisco  to  do  a  little  work  on  cer 
tain  aspects  of  the  Trading  With  the  Enemy  Act,  involving  princi 
pally  Japan.   And  as  I  say,  other  than  that,  whatever  I  did  was 
Internal  Revenue  work  until  the  war  ended. 
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III   PM&S:   THE  EARLY  YEARS 


Joining  the  Firm 


Horrow:    During  that  period,  of  course,  the  work  of  Internal  Revenue  was 

increasing  with  very  limited  staff,  because  so  much  of  the  staff  was 
depleted  by  the  military  service.   And  from  to  time  to  time,  I  was 
asked  to  transfer  to  another  office.   I  recall  the  chief  counsel 
telephoned  me  and  asked  me  if  I  would  go  to  Detroit  to  take  charge 
of  the  office  there,  and  I  told  him  I  didn't  want  to  leave  San 
Francisco.   He  was  always  very  friendly  toward  me,  and  he  said, 
"Well,  if  that's  what  you  want,  why,  we'll  just  let  you  stay  put." 

But  I  realized  that  it  was  just  a  question  of  time  before  I 
would  be  subject  to  a  request  for  transfer  that  I  would  not  be  in  a 
position  to  turn  down,  because  all  of  the  personnel  in  our  par 
ticular  office  were  subject  to  transfer.   That  was  understood  to  be 
involved  in  our  position.   Under  those  circumstances,  I  determined 
that  if  I  was  to  remain  in  San  Francisco,  I  had  to  get  out  of  the 
government  service  and  get  into  private  practice. 

At  that  time,  Pillsbury,  Madison  &  Sutro  had  its  tax  work  han 
dled  by  Sigvald  Nielson.   He  had  come  into  the  firm  before  World 
War  II  broke  out,  occasioned  by  the  death  of  one  of  the  partners  -- 
the  tax  partner  --  who  was  killed  in  a  -- 

Hicke:    Vincent  Butler? 

Horrow:    --  Vincent  Butler  was  the  tax  partner,  and  he  was  killed  in  an  air 
plane  accident.   Scott  Lambert  was  working  with  Sig  Nielson  at  that 
time  on  firm  tax  matters.   He  later  moved  over  to  Standard  Oil,  to 
become  the  tax  counsel  of  Standard.   But  in  this  immediate  postwar 
period,  the  volume  of  tax  work  was  increasing  enormously.   There 
were  a  great  many  cases  that  arose  during  the  war  years  that  just 
simply  didn't  receive  any  attention,  because  of  the  fact  that  there 
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just  weren't  personnel  either  in  the  government  or  on  the  part  of 
the  taxpayer  to  take  care  of  them. 

Hicke:    This  was  1944,  was  it,  when  you  joined  PM&S? 

Morrow:    1944  --  the  war  was  winding  down,  and  my  draft  board  authorized  me 

to  take  a  position  with  Pillsbury,  Madison  &  Sutro.  I  was  offered  a 
position  with  the  firm  to  do  tax  work.  I  really  didn't  get  into  tax 
work  for  the  firm  until  '45,  but  the  war  was  just  about  over  then. 

Hicke:    Did  you  contact  Pillsbury,  Madison  &  Sutro? 

Horrow:    No,  they  contacted  me.   I  had  handled  some  cases  involving  clients 
of  PM&S,  so  they  knew  what  sort  of  work  I  could  do,  and  the  firm 
desperately  needed  somebody  at  that  time. 

Hicke:    Do  you  recall  who  contacted  you? 

Horrow:   Well,  I  think  it  was  Nielson  --  Sig  Nielson.   But  I  was  interviewed 
by  Felix  Smith  and  Marshall  Madison.   I  think  they  were  the  ones  who 
offered  me  a  job. 

Hicke:    What  were  your  impressions  of  them  as  you  were  being  interviewed? 

Horrow:   Well,  I  knew  the  quality  of  the  work  that  the  Pillsbury  firm  was 

involved  in,  and  that  was  the  principal  reason  why  I  went  there.   I 
don't  have  any  specific  impression  of  my  first  encounter  with  Felix 
or  with  Marshall.   They  were  tremendously  busy  people  at  that  time, 
and  I  doubt  if  the  interview  involved  more  than  just  saying  hello. 
They  knew  my  record  and  they  knew  what  I  had  done  and  my  experience, 
so  they  knew  that  taking  me  on  for  tax  work  was  not  a  matter  of  just 
bringing  in  somebody  who  was  a  novice.   At  that  time,  I  think  I  was 
a  pretty  experienced  trial  lawyer,  because  I'd  done  an  awful  lot  of 
trial  work. 

Hicke:    And  I  think  Mr.  Nielson  had  not  had  any  experience  with  the  Internal 
Revenue  Service  at  that  time? 

Horrow:   No,  Sig  had  never  done  any  trial  work  at  all. 
Hicke:    No  trial  work. 


Excess  Profits  Cases 


Horrow:    He  had  been  a  professor  or  instructor  in  the  Stanford  University  Law 
School.   The  type  of  tax  work  the  firm  was  confronted  with  was  just 
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beyond  what  he  had  ever  done.   The  tax  rates  at  that  time  were  very 
high,  both  individually  and  corporate.  The  top  rate  for  individuals 
was  90  percent,  and  that  rate  continued  until,  I  think,  1964.   The 
tax  brackets  were  very  steeply  graduated,  but  more  importantly, 
during  the  war  years  there  were  these  excess  profits  tax  cases  that 
had  arisen.   The  excess  profits  tax  rates  were  90  percent,  so  that 
practically  all  of  the  major  corporate  clients  of  the  firm  had 
excess  profits  tax  cases  of  greater  or  lesser  magnitude. 

Some  of  the  cases  were  exceedingly  complicated  and  involved 
large  sums  of  money.   For  example:   Golden  State,  the  Pacific  Tele 
phone  Company,  Gal  Pack  [California  Packing  Co.],  which  of  course  is 
now  Del  Monte,  and  Crown  Zellerbach  and  a  number  of  other  corporate 
clients  had  important  tax  cases  that  I  had  to  handle  and  did  handle 
myself. 

Food  Machinery  and  Chemical  Corporation  --  FMC  --  became  aware 
of  the  fact  that  I  was  with  the  firm,  and  although  our  firm  had 
never  up  to  that  time  represented  FMC,  they  came  to  me  to  handle 
their  excess  profits  tax  case. 

Hicke:     Is  this  an  FMC  product,  right  here?   [points  to  object  on  desk] 
Horrow:    No,  that's  a  Grove  Valve  and  Regulator  [Company]  product. 
Hicke:    Oh,  okay. 

Horrow:   This  is  a  working  model  of  the  thirty-six  inch  valve  that  was  put  in 
place  in  the  gas  pipeline  between  Canada  and  the  United  States  that 
serves  the  PG&E. 

Hicke:    Okay.   Well,  back  to  FMC. 

Horrow:    Anyway,  FMC  had  outside  counsel.   [Roland]  Foerster,  of  the  Mor 
rison  &  Foerster  firm,  was  their  general  counsel,  but  they  asked  me 
to  handle  their  excess  profits  tax  case  and  ever  since  then,  we 
still  do  their  tax  work.   Of  course,  now  we  handle  a  lot  of  other 
legal  work  because  of  Paul  Davies,  Jr.,  and  the  death  of  Foerster 
resulted  in  our  firm  taking  over  all  their  general  legal  work.   We 
did  far  more  tax  work  when  they  had  their  headquarters  in  San  Jose, 
before  they  moved  to  Chicago.   But  I  worked  on  this  case  with  Paul 
Davies,  Sr.  and  Ben  Carter,  who  later  became  chairman  of  the  board. 
Since  then,  until  I  became  an  advisory  partner,  I  handled  all  of 
their  tax  work  and  did  a  great  deal  of  advisory  work. 

Hicke:    They  made  innumerable  acquisitions;  maybe  we  can  go  into  some  of  the 
more  important  ones  later? 
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Morrow:    Yes.   The  telephone  company,  of  course,  had  a  complicated  excess 

profits  tax  case,  and  as  did  Cal  Pack,  because  of  some  special  pro 
visions  of  the  law  dealing  with  inventories.   There  were  also  spe 
cial  relief  provisions  in  the  excess  profits  tax  law,  under  Sec 
tion  722,  which  permitted  certain  abnormalities  in  the  test  period 
to  be  taken  into  account.   That  was  used  to  measure  the  normal 
profits,  and  the  profits  in  excess  of  that  norm  that  would  be  sub 
ject  to  the  excess  profits  tax. 

Hicke:    That  was  because  of  war  regulations  and  price  control  and  that  sort 
of  thing? 

Horrow:    No.   The  measures  of  the  excess  profits  tax  were  twofold:   one  -- 
invested  capital  with  a  certain  prescribed  return  on  invested 
capital  permitted  before  the  excess  profits  tax  took  hold;  the  other 
alternative  measure  was  the  profits  during  the  four-year  period 
preceding  the  war.   In  order  to  take  into  account  abnormalities  with 
respect  to  the  profits  during  that  test  period,  there  was  special 
relief  afforded,  so  that  a  great  deal  of  controversy  arose  out  of 
just  how  these  exceptional  circumstances  should  apply  in  determining 
the  profits  to  which  this  90  percent  tax  would  apply. 

Hicke:    This  is  what  Cal  Pack  got  into? 

Horrow:    Yes.   Cal  Pack  had  an  excess  profits  tax  case  that  involved  an  awful 
lot  of  time  and  effort. 

My  work  for  the  firm  involved  handling  tax  matters  that  were 
just  pure  questions  of  tax  liability  and  had  nothing  whatever  to  do 
with  any  other  aspects  of  the  client's  affairs.   But  a  great  deal  of 
my  work  also  involved  advice  with  respect  to  transactions  and  the 
determination  of  how  these  transactions  should  be  carried  out  to 
minimize  the  tax  liability  as  much  as  possible.   And  also  I  had  to 
advise  as  to  what  tax  liability  would  arise  out  of  those  trans 
actions  . 


Horrow: 


And  in  addition,  there  was  the  planning  --  either  with  respect 
to  corporate  structure  or  respect  to  proposed  transactions  --  that 
would  minimize  tax  liabilities,  so  that  there  were  really  two 
aspects  to  the  tax  work  for  the  firm.   One  was  the  work  of  advising 
clients  and  other  partners  of  the  firm  who  were  involved  in  trans 
actions  for  clients  as  to  what  the  tax  effects  of  these  transactions 
were.   But  also,  handling  -- 

n 

--  tax  problems  that  were  unrelated  to  any  other  incidents  of  the 
client's  affairs. 
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Growth  of  Tax  Specialization 


Horrow:    I  might  say  this  about  the  general  nature  of  tax  work  and  the  devel 
opment  of  tax  specialization:   before  World  War  II,  a  great  deal  of 
the  tax  practice  was  handled  by  accountants  and  in  particular 
through  the  large  accounting  firms  and  the  tax  departments  of  corpo 
rate  clients. 

There  were  very  few  tax  specialists  in  law  firms,  except  with 
the  larger  firms.   Even  in  those  cases,  the  tax  practice  was  pretty 
much  of  an  adjunct  of  the  general  legal  work  that  was  performed  for 
a  client.   There  were  a  few  law  firms  that  specialized  in  tax  prac 
tice,  and  they  were  manned  for  the  most  part  by  men  who  came  out  of 
the  government  service.   They  were  concentrated,  for  the  most  part, 
in  Washington,  D.C.,  Philadelphia,  New  York,  and  Boston,  and  to  some 
extent  in  Chicago,  but  at  that  time  they  were  relatively  few  in 
number. 

World  War  II  changed  the  whole  picture  with  respect  to  the  tax 
practice  because  of  the  enormous  tax  burdens  that  were  generated  by 
the  World  War  II  taxes.   With  rates  at  90  percent  for  individuals, 
and  even  when  the  excess  profits  tax  went  off  the  corporate  rate  was 
52  percent,  tax  liabilities  had  to  be  given  close  attention  in  con 
nection  with  any  transaction  of  any  importance. 

In  addition  to  the  absence  of  tax  specialists  prior  to  World 
War  II,  there  were  very  few  law  schools  that  paid  much  attention  to 
tax  courses.   Only  the  larger  schools  had  a  course  in  taxation,  and 
even  those  schools,  such  as  Harvard  and  Yale,  etc.,  had  very  general 
courses.   They  might  have  a  one-year  course  which  would  be  a  general 
course  in  taxation.   Again,  World  War  II  changed  that,  and  today  the 
proliferation  of  tax  courses  in  the  law  schools  is  just  something  to 
behold.   I  saw  an  ad  the  other  day  by  Golden  Gate  University 
listing,  I  think  it  was,  about  twenty-five  tax  courses. 

Hicke:    The  University  of  San  Francisco  must  have  been  happy  to  have  someone 
like  you,  who  could  lecture  out  of  immediate  experience. 

Horrow:   Well,  I  thought  I  did  well  enough. 

Hicke:    And  was  that  a  sign  that  there  was  this  growing  interest  in  special 
ization? 

Horrow:   There  was.   But  there  again,  the  taxation  course  that  I  gave  at  the 
University  of  San  Francisco  was  a  one-year  course,  but  it  covered 
every  type  of  taxation,  every  type  of  jurisdiction,  and  all  aspects 
of  taxation.   Well,  today  there  are  courses  in  estate  taxation,  ' 
international  taxation,  corporate,  and  individual  taxation  --  just 


Hicke: 


Horrow: 


Hicke: 


Horrow: 
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any  number  of  specialized  courses  in  taxation.  The  law  schools  then 
were  turning  their  attention  to  providing  instruction  in  taxation, 
and  I'm  sure  that  was  also  in  response  to  the  demand  on  the  part  of 
students  who  wanted  to  get  into  tax  practice.   So  you  had  a  two- fold 
effect  there,  of  more  students  coming  out  of  the  law  schools  who 
were  interested  in  doing  tax  work,  as  well  as  more  courses  of 
instruction  afforded  by  law  schools  in  the  field  of  taxation. 

Nonetheless,  staffing  up  for  the  tax  load  was  rather  difficult, 
because  in  the  case  of  lawyers  who  were  coming  out  of  law  schools  at 
that  time,  a  great  many  of  them  were  not  interested  in  tax  work. 
There  are  far  more  now  that  are  interested  in  it  than  used  to  be  the 
case.   Many  times  it  was  a  matter  almost  of  assigning  somebody  to  do 
tax  work  for  the  firm,  despite  an  initial  unwillingness  to  get  in 
the  field.   Tax  work  is  not,  in  my  view,  particularly  easy  to  deal 
with  in  a  firm  such  as  ours . 

A  lot  of  our  tax  work  involves,  oh,  work  for  corporations  that 
have  their  own  tax  departments.   These  tax  departments  are  staffed 
by  people  who  are  not  only  knowledgeable  in  the  field  of  tax  law, 
but  also  know  intimately  the  corporate  affairs  in  which  these  par 
ticular  tax  problems  emerge. 

So  I  did  a  great  deal  of  tax  work  for  the  Pacific  Telephone  & 
Telegraph  Company  before  the  filing  of  consolidated  returns  with 
AT&T  [American  Telephone  &  Telegraph  Company].   When  you're  advising 
the  tax  department  of  the  telphone  company  on  some  matters  that  have 
been  the  subject  of  very  close  scrutiny  --  not  only  by  PT&T,  but 
also  by  their  parent  company,  AT&T  --  you're  not  advising  an  ordi 
nary  lay  person;  you're  talking  to  an  expert.   So  your  task  was 
often  doubly  difficult. 

Well,  this  may  be  a  difficult  question  to  answer,  but  were  you  able 
to  provide  a  larger  context  for  them?  What  kind  of  expertise  could 
you  provide  that  they  didn't  have? 

Well,  [chuckling]  the  expertise  I  was  supposed  to  have  was  a  better 
knowledge  of  the  tax  law  and  the  regulations  and  the  possible  out 
come  of  tax  problems  that  were  either  in  dispute  or  ambiguous. 
There  are  many,  many  tax  problems,  you  know,  involved  for  corpora 
tions  for  which  there  are  no  easy  answers . 

So  their  experts  would  have  been  experts  on,  perhaps,  the  specific 
regulations  that  applied  to  them,  but  not  as  to  how  that  the  laws 
could  be  interpreted? 

No,  they  knew  the  laws,  and  they  knew  the  regulations,  and  they  had 
an  answer,  but  a  great  deal  of  uncertainty  as  to  whether  or  not  they 
had  the  proper  answer. 
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Hicke:    I  see.  Okay. 

Horrow:   Many  times  I  was  able  to  suggest  solutions  that  hadn't  occurred  to 
them  --  other  aspects  of  transactions  that  hadn't  occurred  to  them. 
And  that's  what  they  wanted.   They  wanted  --  call  it  a  second 
opinion,  because  that's  what  it  was,  since  they  already  had  their 
own  opinion. 

Their  own  opinion  was  an  informed  one  and  a  knowledgeable  one, 
so  that  in  giving  a  second  opinion  [chuckles],  I  wasn't  simply 
advising  someone  who  was  uninformed.   That's  the  nature  of  our  prac 
tice  today,  where  very  often  we're  asked  to  give  opinions  on  prob 
lems  that  perhaps  are  insoluble.   There  just  simply  isn't  any  --  if 
you  want  to  use  the  term  --  correct  solution;  you're  just  charting  a 
course  into  unknown  territory,  and  that  happens  over  and  over  again, 
particularly  now,  with  the  onslaught  of  complicated  legislation  and 
regulations.   There  are  more  and  more  of  these  problems  that  just 
are  surrounded  by  uncertainty. 

Even  the  government  doesn't  know  what  to  do  with  them.   They 
come  up  with  what  they  hope  are  proper  solutions,  but  so  many  times, 
they  know  their  solutions  have  to  be  tested  and  will  be  challenged 
in  the  courts.   They  have  no  absolutes  about  any  of  the  determina 
tions  they  make  in  areas  that  are  just  fraught  with  uncertainty. 
That's  one  aspect  of  tax  practice  you  have  to  cope  with. 

The  other  was  the  fact  that  a  good  deal  of  the  tax  work  was  on 
a  crash  basis,  particularly  in  the  early  years  of  my  practice  for 
the  firm.   We  were  a  firm  that  perhaps  wasn't  fully  integrated  at 
that  time  in  that  it  was  really  a  three-way  affair.   Marshall  had 
his  group  of  clients,  and  Felix  had  his,  and  then  there  was  the 
Standard  Oil  group. 

Initially,  we  didn't  have  very  many  people  in  the  tax  work  when 
I  first  came  with  the  firm.   I  might  be  called  in  by  Felix  or 
Marshall  on  some  transaction  that  was  about  to  take  place  that  day 
or  the  next  day,  and  then  have  very  have  little  opportunity  to  get 
the  facts.   So  there  was  a  lot  of  tax  advice  that  had  to  just  be 
given  right  then  and  there  without  a  full  opportunity  to  ponder  and 
look  at  the  books.   In  many  cases,  I  had  a  very  sketchy  knowledge  of 
the  facts . 

Hicke:    Would  it  also  be  true  to  say  that  since  many  of  these  regulations 
and  laws  were  recent,  there  wasn't  all  that  much  precedent  to  go 
with? 

Horrow:   That's  quite  true.   In  many  cases,  with  new  legislation  and  new 

regulations  being  cranked  out  constantly,  there  just  simply  wasn't 
sufficient  experience  in  the  practical  application  of  these  legisla- 
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tive  and  regulatory  provisions  to  know  just  how  they  should  be 
applied.   Bear  in  mind  that  legislation  is  drafted  in  the  abstract. 

The  specific  cases  are  not  dealt  with  in  legislative  terms,  so 
the  application  of  a  very  generalized  legislative  provision  to  a 
particular  set  of  facts  is  not  very  easy.   I  can  just  pick  up  this 
Tax  Reform  Act  of  1986,  which  is  the  latest  example,  and  I  can 
read  --  just  at  random  --  just  open  it  and  read  a  provision  to  give 
you  some  idea  of  what  I'm  talking  about. 

Here's  a  provision  that  deals  with  the  treatment  of  certain 
corporations  affiliated  on  June  22,  1984.   Paragraph  two, 
section  60(b)  of  the  Tax  Reform  Act  of  1984,  relating  to  the  special 
rule  for  corporations  affiliated  on  June  22,  1984,  is  amended  by 
adding  at  the  end  the  following  new  sentence,  "The  preceding  sen 
tence  shall  cease  to  apply  as  of  the  first  day  after  June  22,  1984, 
on  which  such  corporation  does  not  qualify  as  a  member  of  such 
group,  under  section  1504(a)  of  the  Internal  Revenue  Code  of  1954, 
as  in  effect  on  the  day  before  the  date  of  the  enactment  of  the 
act."  Now  that's  just  one  six-line  provision  of  an  act  that  was 
composed  of  897  printed  pages,  I  believe.   So  you  can  imagine  the 
myriad  problems  that  will  surface  as  a  result  of  something  like 
this. 

Just  in  order  to  understand  that,  you  have  to  go  back  to  the 
original  act  and  figure  out  what  the  preceding  sentence  was  -- 

Well,  that  was  one  of  the  difficulties  of  getting  a  young  man  out  of 
law  school  to  do  tax  work.   Because  of  the  fact  that  so  many  of 
these  tax  problems  were  not  something  that  sprang  anew.   They  all 
had  some  prior  history  of  either  judicial  and/or  legislative  deter 
mination  and  some  prior  legislation.   So,  somebody  looking  at  one  of 
these  problems,  without  having  the  benefit  of  that  prior  knowledge, 
was  often  handicapped  in  dealing  with  them.   In  order  to  understand 
some  of  these  tax  problems,  you  really  have  to  know  the  context  in 
which  the  problem  appears. 

That  was  one  of  the  factors  that  made  the  tax  practice  rather 
difficult  for  young  lawyers  coming  in.   As  our  tax  load  increased, 
we  of  course,  had  to  hire  new  people  and  add  to  our  staff.   Unfortu 
nately,  there  was  such  a  demand  for  tax  specialists  in  the  Bay  Area 
that  young  fellows  that  we  helped  train  [chuckles],  so  to  speak, 
found  greener  pastures  --  they  could  become  partners  of  other  firms, 
or  go  into  practice  by  themselves. 

We  have  a  Christmas  party  coming  up  to  which  our  alumni  are 
invited,  and  there  are  a  number  of  tax  alumni  who  have  graduated 
from  our  training  school.   After  these  fellows  were  with  us  for 
about  two-three  years,  then  they'd  wander  off  and  feel  that  they 
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could  do  better  by  becoming  a  partner  of  another  firm  immediately, 
some  firm  that  didn't  have  any  tax  specialist  and  needed  somebody  to 
function  on  tax  problems. 

The  market  for  tax  lawyers  was  developing  enormously  during 
this  period,  and  the  volume  of  tax  work  was,  of  course,  increasing. 
Unlike,  I  think,  past  periods  of  the  firm's  practice,  there  were 
more  and  more  tax  matters  that  we  were  handling  that  were  referred 
to  us  not  because  they  were  were  problems  of  clients  that  were  being 
serviced  by  the  firm,  but  rather  tax  problems  for  new  clients  -- 
people  or  corporations  that  we  hadn't  performed  any  legal  service 
for. 

Hicke:    So  the  reputation  of  the  firm  as  being  able  to  deal  with  tax  prob 
lems  was  definitely  increasing. 

Horrow:    I  think  there  was  a  recognition  that  we  had  some  know-how  in 

handling  tax  matters.   Of  course,  at  that  time  other  firms  around 
the  city  were  probably  not  as  well  equipped  as  we  were,  I  think,  to 
handle  tax  matters.   And  that  was  recognized  by  some  of  the 
accounting  firms  that  referred  tax  matters  to  us  for  clients  that  we 
had  never  had  any  relations  with.   I  think  the  same  is  true  today. 
We  get  a  lot  of  referrals  by  accounting  firms  on  tax  matters  for 
clients  that  we  don't  do  any  work  for,  generally. 

Hicke:    Well,  perhaps  that  might  be  a  good  place  to  stop  for  today,  and  then 
next  time  we  could  start  with  some  more  specific  description  of  the 
firm  as  it  was  when  you  came,  and  the  cases  that  you  undertook. 

Horrow:   Yes,  all  right. 

Hicke:    Was  there  anything  you  wanted  to  add,  right  now? 

Horrow:   Well,  there  were  several  matters  about  the  firm's  history  that  I  did 
want  to  talk  about.   One  was  the  institution  of  our  retirement  pro 
gram. 

Hicke:    Oh,  yes.  We'll  get  to  that. 

Horrow:   The  other  was  the  change  with  respect  to  our  partner  admissions 
policy. 

Hicke:  I  think  the  advisory  partnership  plan  was  1968? 

Horrow:  Yes. 

Hicke:  And  when  was  the  other?  Would  that  be  in  the  sixties,  too? 

Horrow:  No,  around  1951. 
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Hicke:    Oh.   Fifty-one.   Okay.   Well,  maybe  next  time  we  can  talk  about  the 
people  that  were  in  the  firm  in  the  late  forties,  and  then  some  of 
your  work,  and  then  that  change  in  the  admitting  of  partners  in 
fifty-one. 

Morrow:    Yes,  those  are  two  major  matters  that  I  think  I  should  talk  about. 


Felix  Smith 


[Interview  continued:   December  16,  1986 ]## 


Hicke:     I  wonder  if  we  could  just  start  this  morning  by  your  telling  me  a 
little  bit  about  Felix  Smith,  who  was  one  of  the  major  partners  at 
the  time  you  came. 

Horrow:    Felix  Smith  was,  in  my  opinion  [chuckles],  and  I  have  used  this 

quote  several  times,  "an  unadulterated  genius."  He  was  a  remarkable 
man.   While  in  demeanor  he  was  somewhat  aloof  and  austere,  nonethe 
less,  he  really  was  a  very  considerate  individual. 

As  far  as  I  can  recall,  the  partners  never  had  any  serious  dis 
cussion  about  firm  name.   But  in  one  instance,  Felix  had  an  occasion 
to  drop  in  my  office  for  a  visit.   This  was  an  unusual  matter  for 
Felix  Smith  because  he  rarely  left  his  office,  even  to  see  clients. 
He  rarely  traveled  on  clients'  business,  and  the  only  occasion  that 
I  can  recall  was  the  extended  visit  he  had  in  New  York  on  the  Aramco 
reorganization  in  which  Standard  of  New  Jersey  and  Socony  --  now 
Exxon  and  Mobil  --  were  permitted  to  participate  in  Aramco. 

In  the  course  of  his  visit  in  my  office,  Felix  brought  up  the 
matter  of  the  firm  name.   At  this  time  there  were  some  serious  pro 
posals  by  various  groups  to  require  law  firms  to  omit  from  the  firm 
name  the  names  of  deceased  partners.   In  addition,  there  was  also  a 
development  with  respect  to  firm  names  where  names  of  senior  part 
ners  were  being  added,  so  that  some  of  the  firms  acquired  rather 
extended  firm  names.   This  is  quite  contrary  to  today,  when  the 
trend  seems  to  be  the  reverse  --  with  firm  names  being  shortened  to 
two  names . 


Felix  mentioned  the  fact  that  [chuckles]  while  he  was  senior 
partner  in  the  firm,  the  name  Smith  wouldn't  add  very  much  distinc 
tion  to  the  firm  name.   Amusingly  enough,  not  very  much  later,  Mer 
rill  Lynch,  which  was  then,  I  believe,  Merrill  Lynch,  Pierce, 
Fenner  &  Beane,  added  Smith  to  the  firm  name.   Ferdinand  Smith  was 
the  Merrill  Lynch  partner  residing  in  San  Francisco;  incidently  he 
was  a  client  of  the  firm's.   When  Merrill  Lynch  added  Smith's  name 
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to  its  already  long  firm  name,  it  was  a  source  of  considerable 
amusement  for  the  media. 


Del  Fuller,  Eugene  Prince,  and  Harry  Horrow  at  firm  picnic,  Prince's  ranch,  1957 
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IV  GROWTH  OF  THE  FIRM 


Marshall  Madison's  Role 


Horrow:    Unlike  Felix,  Marshall  Madison,  when  he  became  general  counsel  for 
the  Standard  Oil  of  California  --  now  Chevron  --  saw  fit  to  travel 
on  trips  to  New  York  particularly  with  H.  D.  Collier,  who  was  then 
chairman  of  the  board  of  Standard.   This  was  at  a  time  when  the 
Aramco  affairs  were  being  worked  out  with  the  new  participants  in 
Aramco,  so  that  there  were  many  new  problems  that  were  being 
presented  and  required  discussions  in  New  York.   Marshall  accompa 
nied  Collier  to  New  York  and  I  believe  later  T.  S.  Petersen,  when 
Mr.  Petersen  succeeded  Mr.  Collier  as  chief  executive  officer  of 
Socal . 

On  one  occasion,  after  he  had  returned  from  New  York,  he  called 
me  into  his  office  to  tell  me  that  he  had  learned  in  talking,  appa 
rently  with  partners  of  other  New  York  law  firms,  that  their  ratio 
of  associates  to  partners  was  between  three  or  four  to  one,  whereas 
ours  was  rapidly  approaching  a  ratio  in  excess  of  six  to  one.   This 
was  because  we  had  at  that  time  a  rather  restrictive  policy  on  the 
admission  of  partners.   Our  associate  employment  was  rapidly 
increasing  because  of  the  tremendous  growth  of  our  practice  fol 
lowing  World  War  II. 

This  was  around  1950  or  1951,  as  I  recall.   Marshall  was 
certainly  not  asking  my  agreement,  because  I  was  very  much  of  a 
junior  member  of  the  firm  in  terms  of  seniority.   I  think  he  was 
simply  using  me  as  a  sounding  board  and  interested  in  my  reaction. 
As  I  recall,  ray  reaction  was  positive,  because  I  thought  that  as  we 
grew  in  numbers,  and  our  practice  grew  we  had  to  have  more  partners 
to  strengthen  the  firm.   Very  soon  after  that,  as  I  recall,  there 
was  a  sharp  increase  both  in  the  number  and  the  rate  at  which  men 
were  admitted  to  partnership  in  the  firm. 
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Hicke:     I  have  the  list  here  of  when  partners  were  admitted  and  I  think 

there  were  something  like  nine  or  so  --  I  had  to  count  it  up  and  I 
can  add  it  later,  but  there  were  about  nine  before  1950  and  then  in 
'51  there  were  three,  in  '53  there  were  five  that  became  partners. 
In  '55  there  were  two,  in  '56  there  were  again  four  more.* 

Horrow:   What  you  are  saying  is  that  in  a  very  short  period  of  time  we  more 
than  doubled  the  number  of  partners  in  the  firm.  There  is  no  ques 
tion  in  my  mind  that  Marshall  Madison  initiated  this  change  in 
policy. 

Hicke:    Are  you  still  going  to  talk  about  this  policy?  Because  I  have 

another  question  that  relates  to  that.   We  talked  a  little  bit  about 
what  a  crucial  decision  this  was  for  the  firm.   I  think  perhaps  you 
could  just  go  over  that  a  little  bit,  how  Pillsbury,  Madison  & 
Sutro's  success  related  to  this  decision  of  Marshall  Madison's. 

Horrow:   Well,  in  my  opinion,  the  decision  was  crucial  to  the  firm's  develop 
ment  and  success  because  instead  of  remaining  a  relatively  static 
and  slower  growing  organization,  our  growth  in  partnership  strength 
matched  our  growth  in  our  practice.   We  were  serving  large  corpora 
tions  in  addition,  of  course,  to  individuals,  estates  and  trusts. 
But  our  main  practice  was  with  corporations,  such  as  Standard  of 
California  and  the  telephone  company. 

Our  practice  was  not  limited  in  the  case  of  those  corporations, 
because  we  provided  an  all-service  type  of  association.   In  the  case 
of  Standard,  our  firm  was  pretty  much  the  legal  department  of  the 
Standard  Oil  Company,  and  the  same  was  true  of  the  telephone 
company.   Pacific  Telephone  was  the  only  Bell  System  operating  com 
pany  at  that  time  that  did  not  have  a  legal  department.   Our  firm, 
in  essence,  was  the  legal  department  of  the  telephone  company.   To 
this  day,  Standard  doesn't  have  a  legal  department  in  a  formal 
sense,  in  the  same  measure  as  many  other  large  corporations,  and 
certainly  not  as  is  true  in  the  case  of  other  major  international 
oil  companies,  such  as  Exxon  and  Texaco  and  Mobil. 

In  my  opinion,  the  fact  that  we  were  functioning  in  that  manner 
required  that  we  have  the  resources  to  meet  the  needs  of  our 
clients.   Adding  to  our  partnership  numbers,  of  course  necessarily 
on  a  selective  basis,  was  indispensable  in  my  view  to  providing  the 
necessary  legal  resources  for  those  purposes.   And  over  the  years,  I 
think  the  soundness  of  the  change  in  policy  has  been  proved  over  and 
over  again. 


•"     This  list  is  not  complete  as  it  includes  only  partners  still 
with  the  firm  in  1975. 
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Retirement  and  Employee  Benefits 


Morrow:    Another  important  firm  policy  change  related  to  funding  retirement 
for  our  employees.   I  recall  that  when  we  had  our  luncheon  meetings 
at  the  Stock  Exchange  Club  just  shortly  after  I  became  a  partner  -- 
I  am  referring  to  the  years  1948,  1949,  and  1950  --  frequently  a 
discussion  arose  relating  to  the  retirement  provision  for  some  of 
our  secretarial  personnel  who  were  retiring.   We  had  a  great  many  of 
nonlegal  personnel,  secretaries  and  clerical  staff,  who  had  been 
with  the  firm  for  many  years.   When  they  retired,  the  firm's  prac 
tice  was  to  fix  a  monthly  retirement  amount,  which  was  simply  paid 
from  month  to  month  without  any  funding  arrangement . 

Hicke:    Just  out  of  the  general  profits? 

Horrow:    Just  out  of  the  till,  so  to  speak.   We  had  no  plan  and  there  was 
sort  of  a  hit-or-miss  and  haphazard  treatment  of  these  retirement 
allowances.   As  a  partner  involved  in  tax  work,  I  was  dealing  with 
corporate  retirement  plans,  since  there  wasn't  any  other  area  of  the 
office  involved  with  these  plans.   For  example,  I  had  set  up  the 
Crown  Zellerbach  retirement  plan  in  1946. 

We  had  no  employee  benefits  group  such  as  we  have  today.   This 
group  has  increased  beyond  belief  simply  because  of  the  complexities 
of  the  law  and  the  regulations  and  the  extent  to  which  retirement 
and  employee  benefit  plans  generally  have  become  so  much  a  part  of 
the  collective  bargaining  process.   The  expertise  necessary  to 
monitor  these  plans  and  advise  clients  with  respect  to  them  requires 
a  very  specialized  group  of  attorneys.   This  was  not  true  in  the 
immediate  post-World  War  II  period,  and  most  of  the  retirement  plan 
assignments  lay  at  my  doorstep. 

Since  I  had  felt  in  following  some  of  these  dicusssions  that  we 
were  pretty  much  like  the  shoemaker's  children,  in  that  we  were 
giving  advice  to  clients  on  setting  up  retirement  plans  and  we 
didn't  have  one  of  our  own,  I  suggested  at  that  time  that  we  ought 
to  adopt  a  retirement  plan.   The  reaction  ranged  from  complete 
indifference  to  outright  opposition.   I  recall  Gene  Prince  saying 
that  we  were  not  the  Standard  Oil  Company  of  California. 

Hicke:     I  think  it  was  1949  that  you  actually  proposed  the  formal  plan.   Am 
I  correct  on  that? 

Horrow:  It  was  either  1949  or  1950.  I  have  a  history  of  the  retirement  pro 
gram  [looks  through  book]  and  I  believe  our  first  plans  were  adopted 
in  1952. 

Hicke:    That's  the  date  I  have,  too,  for  the  actual  adoption. 
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Horrow:   The  first  qualified  retirement  plans  that  we  had  were  adopted  in 

1952  and  they  were  in  two  parts.   One  was  a  past-service  plan,  which 
covered  the  secretaries  and  the  clerical  group.   This  provided  for 
fixed  retirement  amounts  keyed  to  years  of  service  and  compensation. 
The  partners  at  that  time  were  reluctant  to  have  the  firm  assume  a 
liability  through  a  retirement  plan,  providing  for  fixed  amounts  of 
retirement  income,  so  that  for  future  service,  the  plan  that  was 
adopted  was  in  the  form  of  a  profit-sharing  plan. 

The  past -service  plan  was  very  quickly  funded.   I  recall  that 
it  only  took  about  three  or  four  years  to  have  our  contributions 
provide  all  the  necessary  funding  for  past  service.   Therefore  the 
past-service  plan  was  merged  into  our  profit-sharing  plan.   At  that 
time,  there  were  almost  no  law  firms  that  had  qualified  retirement 
plans  for  any  of  their  personnel,  let  alone  for  their  attorneys. 
Our  profit-sharing  plan,  fortunately  in  retrospect,  covered  our 
attorneys  as  well  as  the  nonlegal  staff.   This  has  given  us  a  run 
ning  start,  so  to  speak,  in  providing  the  necessary  funding  for 
retirement  programs  and  paved  the  way  for  our  later  retirement  plan 
for  our  partners . 

Hicke:    Was  this  an  added  attraction  to  hiring  associates,  since  not  many 
other  firms  were  doing  it? 

Horrow:    I  don't  believe  that  it  was  viewed  as  an  inducement  to  employment. 

At  that  time  we  had  no  difficulty  in  attracting  attorneys  as  well  as 
secretaries  and  clerical  people.   PM&S  was  regarded  as  an  excellent 
employment  opportunity,  and  we  had  very  few  problems  from  the  stand 
point  of  recruiting  personnel. 

Rather  the  plans  were  viewed  more  as  a  means  of  rationalizing 
our  retirement,  instead  of  continuing  as  we  had  on  an  ad  hoc  basis, 
with  all  kinds  of  variations,  depending  upon  the  mood  of  the  part 
ners  at  the  time  and  their  particular  relationship  with  the  individ 
uals  involved. 

Another  factor,  too,  was  the  absence  of  funding.   Our  liability 
or  our  moral  obligation  for  retirement  for  our  personnel  was  growing 
because  our  staff  was  growing.   Failing  to  fund  retirement  currently 
simply  meant  that  future  earnings  were  being  burdened  with  retire 
ment  provision  for  services  that  had  been  rendered  in  the  past.   I 
felt  that  we  were  pretty  much  pioneers  in  the  legal  profession  with 
respect  to  a  retirement  program  for  our  employees.   Beyond  that  we 
were  certainly  pioneers  in  our  provision  for  the  retirement  of  part 
ners  . 
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Advisory  Partner  Plan 


Hicke:    That  came  along  in  1968  I  believe  it  was? 

Horrow:   The  formal  retirement  plan  that  included  partners  came  in  1968,  but 
prior  to  that,  we  had  adopted  an  advisory  partner  program.   This 
came  about,  again,  at  Marshall  Madison's  initiative.   Now,  the  pre 
cise  date  of  the  beginning  of  our  advisory  partner  program,  I  do  not 
recall,  but  it  coincided  with  the  year  Marshall  Madison  became  65.* 

He  had  determined  at  that  time  that  it  was  necessary  to  make 
some  provision  for  the  retirement  of  senior  partners  and  their 
reduced  participation  in  the  firm's  earnings.   At  that  time  both 
Gene  Bennett  and  Gene  Prince  were  over  65,  and  their  activities  for 
the  firm  had  become  very  substantially  reduced,  although  their  par 
ticipation  in  the  firm's  earnings  remained  at  a  fairly  high  level. 
Marshall  Madison  saw  the  need  to  deal  with  that  problem.   He  called 
me  into  his  office  one  day  and  discussed  this  matter.   After  some 
discussion,  it  was  agreed  that  we  would  have  a  formula  for  reducing 
the  participation  in  the  firm's  earnings  after  a  partner  had 
attained  age  65. 

Hicke:    Not  based  on  the  amount  of  his  contribution? 

Horrow:    That  is  correct.   The  advisory  partner  plan  had  a  feature  which  I 
believe  is  most  unusual,  as  far  as  I  have  been  able  to  ascertain. 
It  is  not  generally  incorporated  in  partnership  agreements  for  law 
firms  dealing  with  retirement  of  partners.   Our  agreement  in  essence 
provides  that  an  advisory  partner,  in  recognition  of  his  long  ser 
vice  and  contribution  to  the  firm  and  his  standing  in  the  profes 
sion,  can  perform  such  advisory  service  and  consulting  service  as  he 
sees  fit,  subject  of  course  to  the  approval  of  the  management  com 
mittee.   This  permits  an  advisory  partner  who  has  retirement  status 
to  do  as  much  as  his  health  and  inclinations  permit  or  are  consis 
tent  with  his  desire  for  continued  legal  service. 

I  believe  this  feature  is  unique  in  that  it  recognizes  that 
many  men  who  have  for  many  years  been  active  in  their  practice  are 
unwilling  to  forgo  an  opportunity  to  continue  to  remain  active, 
although  as  far  as  their  participation  in  the  firm  earnings  is  con 
cerned,  they  are  considered  retired. 


That  would  have  been  1960. 
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Hicke:    And  as  far  as  you  know  this  is  the  only  firm  who  has  this  sort  of 
arrangement? 

Horrow:   Well,  I  can't  say  that  it's  the  only  firm,  but  it  is  certainly  the 
only  firm  that  I  know  of,  and  my  experience  and  contacts  with  many 
other  large  firms  indicate  to  me  that  in  practically  all  situations, 
a  retired  partner  no  longer  remains  active  in  the  firm's  practice. 

The  advisory  partner  provision  was  unique  in  that  it  recognized 
that  a  partner  at  that  age  might  contribute  to  the  firm  through 
civic  and  cultural  activities,  pro  bono  so  to  speak,  rather  than 
active  practice  on  behalf  of  the  firm's  clients.   The  advisory 
partner  provisions  were  couched  in  those  terms,  so  that  after  65  the 
partner  that  attained  advisory  status  was  left  to  do  whatever  he 
wanted  to  with  respect  to  the  firm's  practice,  of  course  with  the 
consent  of  the  firm's  management  committee. 

In  some  cases  some  of  our  advisory  partners  did  little  or 
nothing  in  terras  of  carrying  on  practice  for  the  firm's  clients, 
whereas  others  have  been  quite  active  for  a  number  of  years  after 
becoming  advisory  partners.   There  were  very  few  large  law  firms 
that  had  any  mandatory  change  of  status  for  partners.   Those  firms 
that  did  have  some  change  of  status  and  a  corresponding  change  in 
participation  of  the  firm's  earnings  required  complete  retirement  as 
a  condition  to  being  entitled  to  this  retirement  provision. 

Hicke:    So  that  you  would  either  have  to  keep  working  full-time  or  you  would 
have  to  retire  completely? 


Horrow:    In  many  cases,  as  I  recall,  for  those  firms  that  did  have  some  man 
datory  provision,  it  was  an  all-or-nothing  proposition,  unlike  our 
situation  where  it  was  left  pretty  much  to  the  desires  or  the  incli 
nation  of  the  partner  as  to  how  active  he  wanted  to  be. 

Hicke:    Could  you  describe  in  more  detail  exactly  how  that  works? 

Horrow:   Well,  I'll  have  to  get  the  partnership  agreement  and  I  can  get  that 
for  you,  to  give  you  some  of  the  language,  because  that  would  be  the 
best  way  to  describe  how  it  was  characterized.   The  financial  con 
siderations  were  based  on  a  stepdown  to  age  70  in  the  percentage  of 
participation  of  the  firm's  earnings.   At  age  70  retirement  provi 
sions  continued  on  a  fixed  basis. 

Now  this,  in  my  view,  is  an  exceedingly  important  factor  in  the 
firm's  organization,  because  it  made  it  clear  to  new  associates  that 
their  opportunities  for  advancement  and  attainment  of  partnership 
status  would  not  be  diminished  by  the  fact  that  senior  partners  con- 
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tinued  to  hang  on  and  participate  in  the  firm's  earnings  without  a 
corresponding  contribution  to  its  practice. 

This  is  a  condition  that  was  prevalent,  with  a  number  of  firms 
where  senior  partners  would  simply  hang  onto  their  major  participa 
tion  without  regard  to  how  active  they  were  in  handling  the  firm's 
business.   Frequently  this  was  a  source  of  discontent,  not  only  for 
new  associates,  but  also  for  younger  partners  who  felt  that  they 
were  being  deprived  of  their  proper  share  of  the  firm's  earnings. 
The  advisory  partner  program  I  think  has  greatly  diminished,  if  not 
removed,  that  factor. 

Hicke:    Obviously  as  the  firm  grew  and  there  were  more  and  more  senior  part 
ners,  it  would  become  quite  a  problem. 

Morrow:   The  burden  of  charging  the  firm's  earnings  with  participation  by 
partners  who  weren't  providing  commensurate  contribution  to  the 
firm's  practice  obviously  would  be  a  major  detriment.   In  addition 
to  the  advisory  partner  program,  we've  had  the  benefit  of  a  program 
of  funding  retirement  for  the  partners.   Hopefully  in  a  few  short 
years,  the  retirement  provision  for  all  partners  will  be  fully 
funded . 

Hicke:    That's  when  the  Keough  Plan  came  in? 

Horrow:   The  Keough  Plan  brought  into  the  retirement  picture  the  possibility 
of  providing  tax-deductible  funding  for  partners  as  well  as  for  non- 
partner  attorneys.   As  the  Keough  Plan  has  been  liberalized,  the 
opportunity  has  been  provided  for  the  firm  to  make  greater  contribu 
tions  to  the  firm's  retirement  plans  so  that,  as  I  say,  without 
knowing  precisely  the  present  status  of  our  retirement  plan,  I 
anticipate  that  in  five  years,  our  retirement  plan  for  partners,  as 
well  as  employees,  would  be  fully  funded.   I'm  sure  that  we  are  way 
ahead  of  other  law  firms  in  this  regard.   Very  few  firms  have  been 
successful  in  being  able  to  cope  with  this  problem  of  funding 
retirement  for  partners. 

Hicke:    You  were  chairman  of  the  retirement  and  employee  benefits  committee. 
Does  that  cover  both  of  these  plans? 

Horrow:    Yes,  I  was  chairman  of  the  employee  benefits  and  retirement  com 
mittee  and  the  insurance  committee  for  a  number  of  years.   This  was 
true  certainly  during  the  years  when  the  advisory  partner  plan  was 
initiated  and  also  when  the  advisory  partner  plan  was  changed  to 
make  it  contractual.   There  was  some  hesitance  initially,  in  the 
adoption  of  the  advisory  plan,  to  make  it  contractual,  so  that  the 
partner  would  have  a  contractual  obligation  on  the  part  of  the  firm 
with  regard  to  his  retirement. 
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Initially,  the  advisory  partner  participation  was  based  on  a 
percentage  of  the  firm's  earnings  percentage  and  was  not  frozen  in 
precise  amounts .   I  think  the  reason  for  that  was  that  we  were 
unwilling  originally  to  see  our  way  clear  to  having  any  fixed  lia 
bility  for  any  partners'  retirement. 

I  don't  recall  precisely  when  we  modified  the  plan  to  do  two 
things:  make  the  advisory  partner  provision  contractual,  so  that 
there  was  a  legal  liability  for  the  firm  to  continue  to  make  the 
retirement  payments,  but  also  to  provide  a  fixed  amount  in  the  for 
mula  for  retirement  as  an  annuity  beginning  at  age  70.   From  65  to 
70  there  was  a  percentage  reduction  in  participation  in  the  firm's 
earnings .   This  again  was  something  unique  for  law  firms ,  because 
the  difficulties  of  providing  the  necessary  funding  for  these  obli 
gations  was  always  considered  an  obstacle  to  making  this  sort  of 
provision. 

Now,  what  else  are  we  going  to  talk  about? 

Hicke:    There  is  just  one  more  thing;  maybe  it's  not  crucial.   I  have  here  a 
memo  that  says  in  1970  the  two  plans  were  combined,  the  employees' 
and  the  partners'  plan.   Is  that  of  any  significance? 

Horrow:    No,  not  really.   It's  just  really  an  administrative  matter. 

Hicke:    Were  you  chairman  of  this  committee  during  the  sixties  and  seven 
ties?   Is  that  about  the  time  period? 

Horrow:    Yes.   I  was  on  the  committee  that  set  up  the  first  plans  --  the 
past-service  plan  and  the  profit-sharing  plan  in  1952. 

Hicke:    Oh,  okay. 

Horrow:   There  were  three  of  us  who  handled  all  the  investments  at  that  time; 
we  didn't  have  a  large  enough  fund  to  retain  investment  counsel. 
From  time  to  time  Marshall  Madison,  Del  Fuller,  Sr.,  and  myself 
would  meet  and  we  decided  what  investments  we  would  make.   Appa 
rently  we  were  successful  enough  [both  chuckle]  so  that  the  past- 
service  plan  was  funded  in  fairly  short  order,  and  we  had  a  very 
good  increase  in  our  fund  for  the  profit-sharing  plan. 

Hicke:    That's  certainly  of  crucial  importance  in  making  a  success  out  of 
it. 

Horrow:    So  I  continued  as  chairman  of  the  employee  benefits  committee  for 

some  time.   Now,  of  course,  the  retirement  arrangements  have  become 
much  more  sophisticated  and  much  more  complex.   Neal  McNamara  is  the 
one  who  has  been  the  guiding  spirit  for  the  more  recent  changes  in 
our  employee  benefits  program.   Neal,  of  course,  is  probably  one  of 
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the  best  informed  and  most  capable  experts  in  that  field.   We  have 
been  very  fortunate  in  that  we've  had  him  available  to  implement  all 
of  these  programs. 

Hicke:     I  was  just  going  to  ask,  I  believe  he  does  your  employee  benefits 
work  for  clients,  does  he  not? 

Horrow:    Yes.   Neal  is  the  partner  in  charge  of  this  very  large  group  that 

handles  employee  benefits  work  for  all  of  our  clients.   He  is  really 
one  of  the  top  experts  in  the  country,  beyond  all  doubt. 


60 


V  CASES  AND  CLIENTS 


Aramco  Restructuring 


Horrow:    Let's  see;  what  else  are  we  going  to  talk  about? 

Hicke:    Okay.  Well,  maybe  we  could  go  all  the  way  back  to  the  Aramco  re 
structuring.   Is  there  anything  more  to  be  said  about  that? 

Horrow:    Not  really.   Have  you  got  any  input  from  anybody  else  on  it? 
Hicke:    No. 

Horrow:   Well,  the  major  innovative  feature  of 'the  restructuring  of  Aramco 

was  the  provision  of  a  special  dividend  for  Texaco  and  Socal  in  the 
amount  of  $300  million.   The  infusion  of  capital  by  Standard  of  New 
Jersey  and  Socony  took  the  form  of  their  purchase  of  stock  in 
Aramco,  so  that  Jersey  wound  up  with  30  percent,  and  Socal  and 
Texaco  shares  were  diluted  from  50  percent  each  to  30  percent  each, 
while  Mobil  wound  up  with  10  percent.   But  rather  than  have  a  sale 
by  Socal  and  Texaco  of  a  portion  of  their  stock  to  Jersey  and  Mobil, 
for  tax  reasons  they  devised  a  special  preferential  dividend.   This 
sale  would  have  triggered  a  tremendous  gain  to  both  Socal  and 
Texaco,  which  would  have  meant  a  very  large  tax.   It  also  would  have 
meant  fixing  a  specified  consideration  for  the  sale  of  the  stock. 

The  future  of  Aramco,  of  course,  was  uncertain  in  that  no  one 
could  really  determine  what  production  would  follow  and  under  what 
conditions  and  circumstances.   Of  course,  later  developments  have 
shown  that  that  uncertainty  was  well  justified.   While  the  ultimate 
nationalization  of  Aramco  was  something  that  was  not  contemplated  at 
that  time,  the  relationships  with  the  Saudi  government  were  such 
that  there  was  considerable  uncertainty  as  to  the  future  of  Aramco. 
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Therefore,  the  consideration  to  Socal  and  Texaco  was  structured 
in  terms  of  a  preferential  dividend  to  the  extent  of  $300  million, 
which  was  geared  to  Aramco's  production.   This  was  a  unique  device 
and  was  challenged  by  the  Internal  Revenue  Service,  a  controversy 
which,  of  course,  has  been  settled. 

Hicke:    Was  this  the  contribution  by  Pillsbury,  Madison  &  Sutro? 

Morrow:    Felix  Smith  at  that  time  was  in  New  York.   He  spent  several  months 
in  New  York  in  connection  with  the  re-structuring  of  Aramco.   I 
haven't  the  slightest  doubt  that  his  imput  was  extremely  important 
in  the  reorganization  of  Aramco,  necessarily  because  Socal  had  a 
50  percent  interest  in  Aramco  at  that  time. 

Pillsbury,  Madison  &  Sutro,  incidentally,  had  always  provided 
some  legal  staff  for  Aramco.   Doug  Erskine,  who  came  from  PM&S , 
became  their  general  tax  counsel.   But  there  were  several  others  who 
were  in  the  top  management  of  Aramco  who  came  from  Pillsbury, 
Madison  &  Sutro. 

At  one  time  Aramco  was  headquartered  in  San  Francisco.  While 
before  the  restructuring  it  was  owned  50/50  by  Texaco  and  Socal, 
Texaco  seemingly  was  reluctant  to  assign  its  personnel  to  staff 
Aramco.   A  great  many  of  the  top  management  of  Aramco  came  from 
Socal,  initially.   There  was  a  time  when  --  and  this  preceded  some 
what  the  restructuring  of  Aramco  and  before  it  moved  its  headquar 
ters  from  San  Francisco  to  New  York  --  there  was  some  question 
raised  about  whether  Pillsbury,  Madison  &  Sutro  should  be  made  the 
general  counsel  of  Aramco. 

Hicke:    You  mean  the  firm  itself? 

Horrow:    The  firm  itself.   I  recall  one  discussion  of  this  matter  at  one  of 

our  firm  luncheons,  and  it  was  decided  that  we  were  not  in  the  posi 
tion  to  take  on  that  responsibility  because  of  possible  conflict  of 
interest,  since  as  general  counsel  for  Socal  we  were  representing 
one  of  the  shareholders  of  Aramco. 

Incidentally,  the  firm  luncheons  that  we  had  when  I  first 
became  a  partner  --  and  I  am  speaking  of  the  period  from  1948 
through  1951  --  were  not  meetings  in  any  [chuckles]  formal  sense. 
They  were  really  pretty  much  of  a  social  visit,  because  there  was 
little  or  no  business  that  was  even  discussed.   We  just  simply  had  a 
weekly  lunch  at  the  Stock  Exchange  Club,  a  lot  of  gossip  was 
exchanged,  and  only  occasionally  would  there  be  some  mention  made  of 
some  new  matter.   The  reason  for  it  was  simply  that  the  senior  part 
ners  of  the  firm  were  each  involved  with  their  own  clients  and  there 
was  very  little  interchange  in  the  firm's  clients  or  business.   The 
telephone  company  work  was  separate,  the  Socal  work  was  separate, 
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and  the  legal  work  was  separate,  involving  the  clients  that  Marshall 
Madison  had  responsibility  for,  chiefly  the  Bank  of  California,  the 
California  Packing  Company  --  Del  Monte  now  --  and  Pacific  Lumber, 
Hills  Brothers,  Folgers'  Coffee,  and  firms  like  that.   There  was 
little  or  no  interchange  either  of  personnel  or  of  legal  matters. 


Growth  of  Tax  Practice 


Horrow:    However,  because  of  the  fact  that  all  of  our  clients  had  tax  prob 
lems  and  important  transactions  required  an  analysis  of  the  tax  fac 
tors,  I  was  kept  running  back  and  forth  between  Felix  Smith  and  his 
clients  and  Marshall  Madison  and  his  and  Gene  Prince  and  his.   At 
times  it  was  pretty  frantic,  because  I  would  be  in  a  session  with 
Felix  on  perhaps  some  Socal  matter  or  some  matter  affecting  the 
telephone  company  and  the  messenger  would  hand  me  a  note  while  I'd 
be  in  Felix  Smith's  office  saying,  "Please  see  Mr.  Madison  at  once, 
this  is  urgent."  That  sort  of  thing  went  on. 

It's  a  little  hard  to  reconstruct  the  tempo  and  pace  of 
activity  at  that  time,  but  it  was  extremely  high  because  the  work  of 
the  firm  was  accelerating  at  a  terrific  pace.   And  we  simply  weren't 
getting  the  new  associates  as  rapidly  to  cope  with  it  as  we  needed. 
In  addition,  they  were  brand  new  and  they  didn't  have  the  famil 
iarity  with  the  client's  affairs  or  the  experience  to  be  as  effec 
tive  as  they  might  be  had  they  had  a  little  more  training. 

Hicke:    As  you  said  before,  they  hadn't  had  much  training  in  tax  work  at 
all. 

Horrow:    No,  we  trained  them.   Recently  we  had  our  firm  Christmas  party  and 
there  were  present  a  number  of  alumni  that  I  had  trained.   But  that 
has  always  been  true  of  large  firms.   I  don't  think  it's  been  more 
true  of  our  firm  than  others,  because  I  think  that  PM&S  over  the 
years  has  been  a  pretty  good  place  for  young  lawyers  to  seek  a 
career.   I  don't  think  our  turnover  has  been  any  greater  perhaps 
than  most  firms,  although  I  guess  today,  younger  attorneys  are  more 
mobile  and  more  willing  to  move  around  than  had  been  the  case  a  few 
years  back. 

Hicke:    You  must  have  had  to  keep  a  lot  of  different  clients'  tax  affairs  in 
your  head,  which  is  quite  a  feat,  I  would  say. 

Horrow:    Well,  certainly  you  had  to  be  willing  to  adapt  yourself  to  changing 
situations,  and  the  tax  practice  for  the  firm  involved  not  just  pro 
viding  a  tax  advisory  service  to  the  partners  in  connection  with 
their  handling  of  clients'  affairs,  but  also  handling  separately  tax 
matters  that  fell  entirely  within  your  own  province. 


Horrow: 
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For  example,  such  matters  might  be  advising  a  client  in  connec 
tion  with  an  audit  of  returns  or  challenging  a  determination  of  tax 
liability  by  the  tax  people  or  having  a  trial  of  a  tax  case.   I  felt 
at  that  time  that  any  tax  matters  of  any  consequence  that  went  to 
court  should  be  handled  either  by  me  or  someone  from  the  tax  group, 
rather  than  have  one  of  the  members  of  the  litigation  group  take  it 
on.   The  reason  for  this  was  that  I  felt  that  it  was  just  too  diffi 
cult  to  educate  a  litigating  attorney  on  the  problems  involved  in  a 
tax  case  and  it  was  easier,  I  felt,  and  more  effective  to  handle  it 
directly. 

When  appeals  were  involved  in  tax  cases  or  matters  came  before 
the  Supreme  Court  of  the  United  States,  I  always  felt  that  it  was 
best  to  get  some  second  opinions,  and  get  some  expertise  from  other 
men  in  the  firm,  particularly  Francis  Kirkham  and  Noble  Gregory  on 
appellate  matters.   Several  cases  of  some  magnitude  went  to  the 
Supreme  Court  or  the  appellate  courts,  the  Huntington  Beach  case  or 
the  Southwest  Exploration  case,  which  was  the  name  under  which  it 
appeared  in  the  Supreme  Court  of  the  United  States .   Francis  Kirkham 
worked  on  that  brief.   He  also  argued  the  Basalt  Rock  case,  and 
Noble  Gregory  assisted  me  in  the  Baan/Gordon  cases  -- 

ft? 

--  involving  the  tax  effects  of  the  spinoff  of  the  Pacific  Northwest 
Telephone  Company  to  the  Pacific  Telephone  shareholders. 


Commissioner  v .  Basalt  Rock  Company"' 


Hicke:    I  want  to  get  into  those  in  a  little  bit  more  detail  later,  but 

maybe  this  is  a  good  time  to  start  out  with  the  Basalt  Rock  case. 
Can  you  tell  us  about  that?   Do  you  have  the  opinion  there? 

Horrow:    Yes.   [looks  through  papers].   Sometime,  I  believe  in  1948,  Fred 
Brown,  who  was  an  accountant  with  the  local  accounting  firm  of 
Lester  Herrick  &  Herrick,  which  later  merged  with  Arthur  Young  & 
Co. ,  came  to  me  and  said  that  he  wanted  me  to  analyze  the  tax  situa 
tion  in  which  the  Basalt  Rock  Company  found  itself.   We  had  never 
done  any  work  for  Basalt  Rock.   It  had  been  engaged  in  the  construc 
tion  of  some  specialized  vessels  during  World  War  II  for  the  United 


*     Basalt  Rock  Company  v.  Commissioner  of  Internal  Revenue  (1950) 
F.2d  281  Commissioner  of  Internal  Revenue  v.  Basalt  Rock  Company 
(1950)  339  U.S.  966. 
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Hicke: 


Morrow : 


Hicke: 


States  and  was  subject  to  the  90  percent  excess  profits  tax. 

There  was  in  the  law  a  provision  that  limited  the  90  percent 
tax  to  80  percent  of  the  income  for  the  combined  total  of  the  normal 
corporation  tax  and  the  excess  profits  tax.   In  computing  its  normal 
corporate  tax,  the  corporation  used  the  completed  contract  method  of 
accounting:   namely  to  take  profits  into  account  as  these  contracts 
were  completed.   However,  for  excess  profits  tax  purposes,  because 
it  was  so  permitted,  it  elected  to  compute  its  excess  profits  tax 
income  on  a  percentage  of  completion  basis:   namely  to  take  up  the 
income  as  the  percentage  of  the  contract  was  completed. 

The  80  percent  limitation  involved  the  interplay  between  these 
two  diverse  methods  of  accounting.   When  Fred  Brown  came  to  me,  he 
said  that  as  he  examined  the  applicable  statutory  provisions,  he 
would  get  so  confused  that,  to  use  his  words,  as  I  recall  it,  "The 
walls  would  start  closing  in  on  me."  He  said  he  needed  some  help  in 
interpreting  the  legal  provisions,  which  I  undertook  to  do.   After 
my  analysis,  I  came  to  the  conclusion  that  not  only  was  the  Basalt 
Rock  Company  not  subject  to  a  large  increase  in  its  tax  liability, 
which  the  Internal  Revenue  Service  was  proposing,  but  that  it  actu 
ally  was  entitled  to  some  large  refunds. 

Brown  asked  me  whether  I  would  recommend  that  the  company  take 
the  tax  people  to  court,  and  I  advised  that  that  was  my  recommenda 
tion.   The  president  of  Basalt  Rock  was  willing  to  accept  my  recom 
mendation,  but  only  on  condition  that  our  legal  fees  be  on  a  contin 
gent  basis,  rather  than  on  a  basis  of  either  any  initial  fixed 
amount  or  any  later  determined  amount  regardless  of  the  outcome  of 
the  proposed  litigation. 

As  a  matter  of  policy,  our  firm  had  never  had  any  contingent 
fee  arrangements,  certainly  not  in  the  tax  field,  to  which  I  was 
opposed  as  a  matter  of  policy,  because  in  my  view  it  interposed  an 
interest  in  litigation  which  could  be  incompatible  with  an  objective 
treatment  of  the  legal  advice  to  be  given  the  client.   Nonetheless, 
the  president  of  Basalt  was  adamant  that  the  company  would  not 
undertake  any  litigation  unless  it  was  on  a  contingent  fee  basis. 

Did  the  fact  that  you  had  already  studied  the  problem  and  given  your 
recommendation  also  make  it  a  little  bit  different? 

No,  because  we  would  have  rendered  a  bill,  a  statement  for  our  legal 
service  based  on  the  initial  analysis  and  that  would  not  have  been 
opposed  in  any  way.   We  were  only  dealing  with  the  matter  of  the 
legal  fees  involved  in  carrying  on  this  litigation. 

I  guess  that  is  why  I  am  asking.   Maybe  the  fact  that  it  was  just  a 
litigation,  and  that  there  was  no  question  anymore  of  advice,  took 
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some  of  the  risk  out  of  taking  on  a  contingency, 
myself  very  clear,  perhaps. 


I  am  not  making 


Horrow:   Well,  the  matter  of  litigation  involved  the  correctness  of  the 

Internal  Revenue  Service  determination  that  the  company  was  subject 
to  substantial  liability,  as  against  my  view  that  the  company  was 
entitled  to  substantial  refunds.   The  president  of  Basalt  was 
unwilling  to  undertake  the  legal  expense  of  this  litigation  except 
on  the  contingent  basis  that  the  outcome  would  be  favorable.   My 
response  was  that  while  generally  we  were  opposed  to  such  an 
arrangement  as  a  matter  of  policy,  I  was  convinced  that  the  litiga 
tion  ought  to  be  pursued,  that  despite  the  rulings  of  the  IRS,  the 
position  taken  by  it  was  incorrect,  and  that  the  courts  would  sus 
tain  our  position. 

Hicke:    Did  you  talk  over  this  decision  with  other  partners  before  you  took 
it  on? 

Horrow:    No,  I  just  took  it  on,  because  at  that  time  I  was  handling  the  tax 
work,  particularly  litigation,  pretty  much  on  my  own.   I  told  the 
Basalt  Rock  people  that  I  thought  that  in  the  long  run  they  would  be 
paying  a  lot  more  through  a  contingent  fee  arrangement  than  they 
would  if  we  just  simply  awaited  the  outcome  and  I  rendered  a  bill. 
That  certainly  proved  to  be  the  case.   Despite  the  fact  that  we  were 
opposing  the  IRS  determination,  our  contingent  fee  was  far  short  of 
what  a  [chuckling]  personal  injury  lawyer  would  have  charged, 
because  most  of  those  contingent  fees  were  25-35  percent  of  the 
recovery.   As  I  recall,  the  percentage  agreed  upon  for  Basalt  was 
around  17  percent. 

Now  why  we  decided  on  that  percentage,  I  don't  recall  at  the 
moment,  except  that  there  was  some  portion  of  the  total  contingent 
fee  that  accrued  to  the  accounting  firm,  although  they  had  very 
little  role  in  the  litigation.   To  make  a  long  story  short,  we  lost 
in  the  Tax  Court  of  the  United  States,  with  a  number  of  the  judges 
dissenting,  and  on  appeal,  the  Ninth  Circuit  reversed,  and  the  gov 
ernment's  petition  to  the  Supreme  Court  for  certiorari  was  denied. 

That,  however,  wasn't  the  end  of  the  litigation,  because  we  had 
to  bring  a  suit  in  the  Court  of  Claims  to  recover  the  remaining 
refunds  I  thought  the  company  was  entitled  to.   Let's  turn  it  off 
here  and  get  the  citator.   It  would  be  under  citator  A  to  L  --  down 
below.   No,  no,  where  your  hand  is,  to  the  left  there,  the  last  two 
volumes,  see  that.   Let's  look  up  Basalt  Rock. 


Hicke:    You  were  just  saying  the  total  refund  was  around  $4  million. 


Horrow: 


Hicke: 
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Yes,  that  was  what  we  recovered;  that  was  refunded.  We  just  charged 
them  a  fee  based  on  what  they  actually  got  back,  not  including  the 
additional  tax  liability  that  the  IRS  proposed. 


I  think  I've  heard  the  figure  $300,000. 
the  fee? 


Was  that  about  right  for 


Horrow:   Oh,  no.   No,  the  fee  was  over  $600,000. 

In  addition  to  the  case  that  originated  in  the  Tax  Court  of  the 
United  States,  we  also  had  to  bring  suit  in  the  United  State  Court 
of  Claims  for  further  refunds.   There  were  other  cases  pending 
involving  analogous  situations  where  there  were  differing  methods  of 
accounting  used  for  excess  profits  tax  purposes  and  for  normal 
income  tax  purposes.   The  government  was  unwilling  initially  to 
accept  the  decision  in  the  Tax  Court  case  in  resolving  the  case  that 
we  had  in  the  Court  of  Claims. 

But  ultimately  they  agreed  that  the  Tax  Court  decision  was  res 
judicata  and  conceded  the  Court  of  Claims'  case,  even  though  there 
was  some  indication  that  other  courts  might  have  viewed  this  situa 
tion  differently. 

The  total  amount  that  was  refunded  to  Basalt  was  in  the  neigh 
borhood  of  $4  million.   The  fee  that  we  received  was  in  excess  of 
$600,000,  which  represented  the  largest  single  fee  that  the  firm  had 
received  up  to  that  time.   Accordingly,  a  bonus  was  given  to  every 
single  employee  [chuckles]  of  the  firm,  regardless  of  length  of  ser 
vice.   Some  of  the  partners'  wives  still  recall  the  happy  occasion 
when  they  got  that  bonus.   In  fact,  my  wife  was  telling  me  just  the 
other  day  that  the  wife  of  one  of  the  partners  remembered  how  happy 
they  were  to  receive  that  bonus  [both  laugh]  just  before  Christmas. 

Hicke:    You  timed  it  right,  even. 

Horrow:   Well,  that's  when  it  was  over,  I  think.   So  that  was  the  Basalt 
story. 

Hicke:    I  think  that  was  a  memorable  occasion  in  the  firm;  almost  everybody 
remembers  Basalt  Rock. 

Horrow:   That's  right.   They  all  remember  that  because,  as  I  say,  every 
single  employee,  newly  hired  or  otherwise,  received  a  bonus. 

Hicke:    That's  amazing.   Well,  what  about  Alaska  Steam  Ship? 
Horrow:   No,  that's  just  another  case. 
Hicke:    Okay. 
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Commissioner  v.  Southwest  Exploration  Company* 


Morrow: 


Hicke: 


Horrow: 

Hicke: 
Horrow: 
Hicke: 
Horrow: 


The  two  cases,  I  think,  worth  mentioning,  and  they  probably  don't 
have  to  be  dealt  with  at  any  great  length,  are  the  Pacific  Northwest 
spinoff  cases  --  Baan/Gordon  --  and  the  other  is  the  Southwest 
Exploration  case.   Those  cases  have  been  cited  over  and  over  again. 
They  were  really  landmark  cases  since  they  represented  important  new 
law. 


I  have  an  opinion  on  the  Southwest  Exploration  Company, 
to  take  a  minute  and  look  at  this? 

[tape  interrupt ion ]## 


Do  you  want 


Standard  Oil  had  an  affiliate  known  as  the  Huntington  Beach  Company, 
which  was  engaged  in  oil  production. 

Is  that  Huntington  Beach  case  part  of  this  too?   I  have  that  also. 

Yes. 

I  guess  I  didn't  realize  those  were  all  the  same. 

The  same  problem.   As  I  started  to  say,  Standard  Oil  had  an 
affiliate  known  as  the  Huntington  Beach  Company,  which  was  engaged 
in  the  production  of  oil  along  the  coast  of  California.   Under  a 
provision  of  California  law,  it  was  able  to  contract  for  a  per 
centage  of  the  net  profits  derived  from  the  production  of  oil  in 
submerged  lands  adjacent  to  upland  lands  owned  by  Huntington  Beach. 
The  submerged  lands  were  covered  by  a  lease  granted  by  the  State  of 
California  to  Southwest  Exploration  Company. 

The  state  law  required  that  the  extraction  of  oil  from  these 
submerged  lands  result  from  slant  drilling  into  the  ocean  by  wells 
which  were  located  on  upland  sites.   Because  of  this  requirement  of 
the  state  law,  Huntington  Beach  was  able  to  contract  for  a  per 
centage  of  the  net  profits  from  the  production  of  oil  from  the  tide- 
lands  lease,  because  of  the  location  of  the  wells  on  its  land.   The 
question  was  whether  Huntington  Beach  was  entitled  to  a  percentage 
depletion  allowance  on  its  share  of  the  profits  for  income  tax  pur 
poses  . 


(1956)  350  U.S.  308. 
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Hicke: 
Horrow: 


The  case  was  unusual  because  up  to  that  time  no  taxpayer  was 
considered  entitled  to  the  percentage  depletion  deduction  unless  it 
had  a  property  interest  in  the  minerals  in  place  from  which  the 
income  was  derived.   Huntington  Beach  did  not  have  any  property 
interest  in  the  leases  covering  the  submerged  lands . 

A  number  of  years  had  gone  by  in  which  the  Huntington  Beach 
Company  had  not  claimed  the  percentage  depletion  deduction  with 
respect  to  its  share  of  the  net  profits.   The  percentage  depletion 
deduction  on  those  net  profits  payments  had  been  claimed  by  the  pro 
ducer  and  the  lessee  of  the  mineral  properties,  in  this  case  the 
Southwest  Exploration  Company.   Accordingly  there  were  very  large 
amounts  of  percentage  depletion  deductions  that,  in  my  view,  were 
available  to  Huntington  Beach  and  which  Huntington  Beach  was  enti 
tled  to,  even  though  it  had  not  claimed  these  deductions.   Under  the 
law  both  Huntington  Beach  and  Southwest  could  not  claim  percentage 
depletion  on  the  same  amount  of  income. 

So  on  my  advice,  we  filed  suit  in  the  United  States  Court  of 
Claims  on  behalf  of  Huntington  Beach  for  refunds  of  taxes  based  on 
the  allowance  of  the  percentage  depletion  deductions  which  had  not 
theretofore  been  claimed.   At  the  same  time,  in  order  to  protect  the 
revenue,  the  Internal  Revenue  Service  denied  the  deductions  to 
Southwest  on  the  theory  that  either  one  or  the  other  was  entitled  to 
the  deduction  and  not  both.   The  result  was  that  while  our  case  in 
the  Court  of  Claims  was  pending,  the  Internal  Revenue  Service  deter 
mined  liability  against  Southwest  Exploration,  based  on  the  disal 
lowance  of  these  percentage  depletion  deductions  claimed  by  Hunt 
ington  Beach.   This  proposed  tax  liability  was  contested  by 
Southwest  Exploration  by  a  proceeding  in  the  Tax  Court  of  the  United 
States.   This  was  one  situation  where  the  government  lost  both  cases 
in  the  lower  courts  [chuckling] . 

How  did  that  happen? 

The  Court  of  Claims  decided  in  our  favor.   The  Tax  Court  of  the 
United  States  decided  in  favor  of  Southwest,  and  after  the  case  was 
taken  by  the  government  to  the  Ninth  Circuit  Court  of  Appeals ,  the 
Ninth  Circuit  Court  of  Appeals  affirmed  the  Tax  Court.   The  govern 
ment  was  in  the  unique  position  of  losing  out  to  both  taxpayers, 
when  only  one  was  entitled  to  the  percentage  depletion  deduction. 

Accordingly,  the  government  filed  petitions  for  certiorari  in 
both  cases  and  the  Supreme  Court  granted  certiorari.   I  argued  the 
case  in  the  Supreme  Court  for  Huntington  Beach,  and  the  Supreme 
Court  held  in  our  favor,  with  Justice  [William  0.]  Douglas  dis 
senting.   Apart  from  the  fact  that  there  were  extremely  large 
amounts  of  taxes  involved  (totaling  many  millions) ,  because  these 
leases  were  extremely  productive,  the  case  was  a  landmark  in  the 
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field  of  percentage  depletion  because  it  was  the  first  time  that  the 
Supreme  Court  held  that  a  taxpayer  was  entitled  to  percentage  deple 
tion  on  a  share  in  net  profits  from  mineral  properties  in  which  it 
did  not  have  a  property  interest. 

Hicke:    What  was  the  decision  based  upon? 

Morrow:   The  decision  was  based  on  the  fact  that  under  the  state  law  the  land 
of  Huntington  Beach  was  indispensable,  the  Court  used  the  word 
"indispensable,"  for  the  production  of  the  oil  and  gas.   So  that 
test  of  providing  an  indispensable  element  of  production  even  though 
without  a  property  interest  in  mineral  lands  was  the  basis  on  which 
the  percentage  depletion  deduction  was  allowed. 

Hicke:    What  was  it  like  to  argue  a  case  before  the  Supreme  Court? 

Morrow:   Well,  it  was  an  unusual  experience  in  that  you  realized  that  the 
time  permitted  for  argument  was  grossly  inadequate.   We  each  were 
allowed  a  half  an  hour,  with  that  length  of  permitted  time  monitored 
by  lights.   When  a  red  light  flashed,  your  time  was  up  and  you  could 
be  in  the  middle  of  a  sentence  and  that  was  it. 

In  addition  to  that,  Douglas  at  that  time  was  ailing,  and  he 
had  to  leave  the  courtroom  at  least  three  or  four  times  during  the 
course  of  the  argument.   So  that  the  impression  I  had  at  that  time 
was  not  one  of  a  very  virile  and  vigorous  court.   I  realized  again 
how  necessary  it  is  that  there  be  some  method  of  having  the  Supreme 
Court  justices  retire  at  an  appropriate  time.   The  fact  is  that  men 
of  advanced  age,  as  they  get  beyond  whatever  age  --  75,  80,  or  85 
years  of  age  -- 

n 

Morrow:    --  certainly  do  not  possess  the  powers  of  analysis,  concentration, 

and  mental  energy  that  are  necessary  to  cope  with  the  very  difficult 
problems  that  are  presented.   This  seems  to  be  a  perennial  problem 
with  the  Supreme  Court  justices,  and  I  suspect  that  in  many  cases, 
some  of  the  justices  hang  on  in  order  to  prevent  a  vacancy  occurring 
which  can  be  filled  by  some  president  whose  ideology  they  may  not  be 
particularly  sympathetic  with. 

Hicke:    For  political  reasons? 

Morrow:    I  am  sure  that  [William  J.]  Brennan  or  Thurgood  Marshall  might 

retire  if  there  was  somebody  in  the  White  House  other  than  [Ronald] 
Reagan  to  fill  their  vacancies. 


Hicke: 


Did  we  finish  with  that  case? 
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Spinof f  of  the  Pacific  Northwest  Telephone  Company 


Horrow:    I'd  like  to  tell  you  about  the  Pacific  Telephone  case. 
Hicke:    Okay. 

Horrow:    I  might  mention  some  tax  litigation  that  was  rather  important  to  the 
firm  and  to  our  client,  the  Pacific  Telephone  Company.   These  were 
the  tax  cases  that  resulted  from  the  spinoff  of  the  Pacific  North 
west  Telephone  Company  to  the  Pacific  Telephone  shareholders. 

In  1961,  a  plan  was  conceived  for  administrative  and  corporate 
reasons  to  separate  the  telephone  business  and  operations  in  Oregon, 
Washington,  and  Idaho  from  the  operations  of  Pacific  Telephone  in 
California  and  Nevada.   AT&T  owned  approximately  90  percent  of  the 
stock  of  PT&T,  but  the  remainder  of  the  PT&T  stock  was  listed  on  the 
New  York  Stock  Exchange  and  was  widely  held  by  a  great  number  of 
individuals  and  institutions. 

Necessarily,  the  telephone  company,  in  embarking  on  this  pro 
posed  spinoff,  wished  to  have  it  handled  as  a  tax-free  transaction 
for  the  minority  shareholders.   There  was  no  question  that  it  could 
be  handled  as  a  tax-free  transaction  for  AT&T,  because  the  Pacific 
Telephone  Company  at  that  time  was  filing  consolidated  returns  as 
part  of  the  Bell  System  group. 

Ordinarily,  a  tax-free  spinoff  would  have  been  accomplished  by 
simply  incorporating  the  business  operations  to  be  transferred  --  in 
this  case  Oregon,  Washington,  and  Idaho  --  directly  through  stock 
distribution  to  the  shareholders  under  the  tax-free  spinoff  provi 
sions  of  the  Internal  Revenue  Code.   This  was  not  possible  because 
of  obstacles  under  the  California  Corporate  Law,  which  prevented,  in 
effect,  a  distribution  in  this  manner  without  redeeming  the  pre 
ferred  stock  of  Pacific,  which  it  was  then  unable  to  do. 

In  addition,  Pacific  desired  to  retain  in  the  Pacific  Telephone 
continuing  entity  a  considerable  portion  of  the  book  value  of  the 
operations  to  be  distributed.   The  plan  conceived  was  to  have  the 
operations  in  Pacific  Northwest  placed  in  a  new  corporation  and  its 
stock,  instead  of  being  distributed  directly  to  the  shareholders, 
was  to  be  offered  to  the  shareholders  for  purchase  through  rights. 
The  rights  would  be  exercisable  at  a  price  that  would  be  less  than 
the  fair  market  value  at  which  these  shares  were  expected  to  trade. 

The  AT&T  tax  counsel  sought  a  ruling,  with  the  assistance  of 
New  York  outside  counsel,  that  the  distribution  of  the  Pacific 
Northwest  stock  in  that  manner  would  be  tax  free  until  the  Pacific 
Northwest  stock  was  sold,  rather  than  taxable  at  the  time  either  the 
rights  were  distributed  or  were  exercised  by  the  shareholders. 
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I  was  not  involved  in  that  request  for  ruling.   Pacific  went 
ahead  with  all  of  its  plans  to  carry  out  this  spinoff  through  a 
rights  offering.   However,  before  the  distribution  was  finally  made, 
the  Internal  Revenue  Service  issued  an  adverse  ruling,  and  ruled 
that  exercise  of  the  rights  would  result  in  taxable  income  to  the 
minority  shareholders  (but  not  to  AT&T  because  of  the  consolidation) 
to  the  extent  of  the  difference  between  the  fair  market  value  of  the 
Northwest  shares  at  the  time  of  exercise  and  the  price  paid  in  exer 
cise  of  the  rights. 

Despite  this  adverse  ruling,  Pacific  determined  to  proceed  with 
this  spinoff  transaction.   The  rights  were  issued  in  1961,  and  a 
second  rights  offering  was  made  in  1963.   Obviously,  in  line  with 
the  ruling  that  had  been  made,  the  expectation  was  that  additional 
tax  liability  would  be  proposed  by  the  Internal  Revenue  Service  for 
those  shareholders  who  exercised  their  rights. 

The  telephone  company  advised  its  shareholders  that  it  intended 
to  resist  this  ruling  through  litigation.   Although  some  share 
holders,  in  reliance  on  the  ruling,  paid  the  taxes  attributable  to 
the  amount  of  income  based  on  the  ruling,  by  and  large  the  vast 
majority  of  the  Pacific  minority  shareholders  who  exercised  their 
rights  did  not  include  these  amounts  in  their  returns  as  taxable 
income . 

The  Pacific  Telephone  Company  was  required,  in  compliance  with 
this  ruling,  to  report  on  all  of  its  information  returns  the  amounts 
of  income  that  resulted.   So  that  there  were  some  26,000  share 
holders  who  were  faced  with  additional  liability  to  be  asserted  by 
the  tax  people. 

Despite  the  fact  that  I  was  not  involved  with  the  ruling  mat 
ters,  I  was  asked  to  take  on  the  litigation  challenging  the  validity 
of  the  IRS  ruling.   I  immediately  saw  the  prospect  of  having  the 
telephone  company  inundated  with  requests  for  information  and  docu 
ments  relating  to  proposed  liability  by  the  Internal  Revenue  Service 
by  those  taxpayers  who  would  choose  to  litigate  these  matters  sepa 
rately. 

So  I  conceived  the  notion  of  having  test  cases  brought  which 
would  suspend  action  by  the  IRS  pending  final  resolution  of  these 
test  cases.   I  discussed  with  some  of  the  top  people  in  the  Internal 
Revenue  Service  in  Washington  my  plan  of  having  two  test  cases:   one 
that  would  be  brought  to  the  Circuit  Court  of  Appeals  in  the  Ninth 
Circuit,  because  of  the  residence  of  the  taxpayer  involved  in  that 
case;  and  the  other  that  would  be  brought  to  the  Circuit  Court  of 
Appeals  for  the  Second  Circuit,  which  has  jurisdiction  over  New  York 
City  and  the  surrounding  area,  and  I  proposed  that  those  two  test 
cases,  which  we  knew  would  eventually  wind  up  in  the  United  States 
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Supreme  Court,  would  govern  the  tax  liabilities  for  all  the  other 
minority  shareholders. 

This  arrangement  was  agreed  upon  and  I  obtained  the  cooperation 
of  the  Tax  Court  of  the  United  States  in  which  these  proceedings 
were  initially  brought.   They  were  brought  on  behalf  of  one  indi 
vidual,  Oscar  Baan,  a  resident  of  San  Francisco,  and  an  attorney  in 
New  York  City  named  Irving  Gordon.   This  ligitation  was  handled  on 
behalf  of  the  telephone  company  at  its  expense  because  of  its  poten 
tial  impact  on  the  company  and  its  shareholders. 

This,  to  my  knowledge,  was  the  first  time  that  tax  liability 
involving  such  a  large  group  of  taxpayers  was  held  in  suspense  by 
the  Internal  Revenue  Service  to  be  governed  by  selected  test  cases. 
These  cases  did  go  up  to  the  United  States  Supreme  Court,  not  just 
once,  but  twice,  because  we  prevailed  in  the  first  instance  in  the 
United  States  Tax  Court.   I  had  relied  on  a  new  theory  which  had  not 
been  advanced  in  connection  with  the  ruling  request  made  on  behalf 
of  the  telephone  company.   The  Tax  Court  accepted  that  theory  and 
ruled  that  the  transaction  was  tax  free  on  the  exercise  of  the 
rights  . 

As  expected  and  understood,  the  government  appealed  to  the 
Ninth  Circuit  Court  of  Appeals  and  also  to  the  Second  Circuit  Court 
of  Appeals.   The  Ninth  Circuit  reversed  the  Tax  Court  and  held  in 
favor  of  the  government,  while  the  Second  Circuit  affirmed  and  held 
in  favor  of  the  taxpayers.   With  this  conflict,  the  cases  went  to 
the  Supreme  Court  of  the  United  States. 

Although  the  theory  in  general  which  was  advanced  to  support 
the  tax-free  nature  of  the  exercise  of  the  rights  was  impliedly 
accepted  by  the  United  States  Supreme  Court,  because  the  rights 
offering  took  place  in  two  separate  years  without  a  transfer  of 
rights  for  80  percent  or  more  of  the  Pacific  Northwest  stock  in  any 
one  year,  the  Supreme  Court  ruled  that  the  exercise  of  the  rights 
was  not  tax  free  -- 


Horrow:    --  under  the  theory  advanced.   The  cases  went  back  to  the  Tax  Court 
for  consideration  of  alternative  contentions  that  were  made  on 
behalf  of  the  taxpayers.   Again,  appeals  were  taken  to  the  respec 
tive  courts  of  appeals  and  then  on  to  the  Supreme  Court  with  ulti 
mately  approval  of  the  ruling  made  by  the  IRS.   This  litigation  had 
two  unique  features  .   One  was  the  fact  that  despite  an  adverse 
ruling  on  a  major  transaction  affecting  thousands  of  shareholders,  a 
corporate  reorganization  was  undertaken  that  resulted  in  litigation 
that  extended  over  a  period  of  almost  ten  years  before  it  was 
finally  resolved.   The  other  unique  aspect  was  that  despite  the 
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great  number  of  taxpayers  who  were  adversely  affected,  the 
litigation  was  confined  to  only  two  test  cases.   This  was,  as  far  as 
I  know,  something  that  had  never  been  accomplished  before. 

Hicke:    There  must  have  been  strong  motivation  to  effect  that  transaction  on 
the  part  of  the  telephone  company. 

Horrow.   There  was  indeed.   The  corporate  administrative  problems  were  such 

that  it  was  vital  to  have  this  division  of  the  operations  of  Pacific 
Telephone.   Not  only  was  Pacific  Telephone  experiencing  enormous 
growth  in  California,  but  also  in  the  Northwest  states.   If  all  of 
this  tremendous  growth  in  business  and  operations  had  remained  under 
one  corporate  operating  entity,  Pacific  Telephone,  it  would  have 
resulted  in  great  administrative  difficulties.   So  the  corporate 
considerations  were  overriding  and  impelled  the  telephone  company  to 
go  ahead,  despite  the  adverse  effect  on  the  shareholders. 


Merger  of  Standard  Oil  o_f  California  and  Standard  Oil  of  Kentucky 
[Interview  continued:   January  7,  1987 ]## 


Hicke:    Well  now,  turning  to  the  outline  here,  if  you  have  that  handy:   we 
had  talked  about  the  fact  that  there  were  two  separate  aspects  of 
tax  work  --  the  handling  of  tax  problems  and  the  advising  of  clients 
as  to  the  effects  of  a  proposed  transaction.   I  wondered  if  we  could 
talk  about  some  of  these  cases  as  examples  of  handling  of  tax  prob 
lems.   The  first  one  that  I  thought  I'd  ask  about  is  the  KYSO 
[Standard  Oil  of  Kentucky]  merger. 

Horrow:   Well,  in  major  transactions,  particularly  reorganizations,  it  was 

most  important  that  there  be  certainty  as  to  whether  or  not  the  pro 
posed  transaction  was  tax  free.   If  the  transaction  was  not  tax 
free,  with  the  high  tax  rates  that  were  in  effect  at  least  until 
1964  in  the  post-World  War  II  period,  the  effects  of  a  reorganiza 
tion  that  would  be  taxable  would  be  disastrous. 

Hicke:    Are  you  talking  about  the  effect  on  the  stockholders  or  on  the  com 
pany? 

Horrow:   That  question  would  involve  both  the  tax-free  effect  for  the  corpo 
ration  as  well  as  the  stockholders.   But  most  of  all,  of  course,  the 
effect  on  the  stockholders  was  the  crucial  element,  and  it  was  vital 
that  there  be  absolute  assurance  that  the  proposed  transaction  would 
be  tax  free. 
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When  the  merger  agreement  was  entered  into  between  Standard  of 
California,  now  Chevron,  and  Standard  of  Kentucky,  KYSO,  one  of  the 
conditions  for  consummating  the  merger  was  that  the  Internal  Revenue 
Service  issue  a  ruling  that  the  proposed  transaction  was  a  tax-free 
reorganization.   Necessarily,  the  preparation  of  that  ruling  and  the 
conferences  with  the  Internal  Revenue  rulings  people  were  in  the 
province  of  the  tax  group.   While  there  were  tax  lawyers  for  KYSO  as 
well  as  Socal  who  dealt  with  this  matter,  necessarily  I  had  to  be 
involved  in  that.   That  sort  of  a  transaction  was  typical  of  a  great 
many  situations  in  which  advance  rulings  had  to  be  obtained  to  pro 
vide  the  necessary  assurance  that  the  tax-free  treatment  was 
obtained. 

Hicke:     If  you  obtain  an  advance  ruling  from  the  Internal  Revenue  Service, 
then  would  some  of  them  go  into  litigation  after  this  happened? 

Horrow:   Well,  litigation  would  not  ensue  if  there  was  a  ruling.   It  was  an 
ironclad  principle  that  the  IRS  would  be  bound  by  its  ruling,  and 
there  would  be  no  taxpayer  who  conceivably  would  challenge  a  ruling 
that  would  be  favorable  and  would  want  the  transaction  to  be  treated 
as  taxable  from  his  standpoint. 

The  only  instance  I  know  of  where  a  major  transaction  went 
ahead  despite  an  adverse  ruling  was  in  connection  with  the  so-called 
Pacific  Northwest  spinoff  by  Pacific  Telephone. 

Hicke:    Well,  let's  finish  the  KYSO  story. 

Horrow:   Well,  the  KYSO  merger,  of  course,  was  consummated  and  was  treated  as 
tax  free  for  both  corporations,  KYSO  and  Socal,  and  for  the  share 
holders  of  both  corporations. 

Hicke:    Does  the  word  reorganization  have  some  particular  significance?   Is 
that  a  key  word?   In  other  words,  if  you  make  it  a  reorganization 
rather  than  an  acquisition,  is  that  significant? 

Horrow:    The  term  reorganization  is  a  defined  term  in  the  Internal  Revenue 
Code,  and  corporate  acquisitions  or  dispositions  or  liquidations 
that  qualify  as  reorganizations  are  treated  as  tax  free. 

Hicke:    That's  what  I  wondered. 

Horrow:    Reorganization  is  a  term  of  art  that  is  used  to  characterize  a 
transaction  as  tax  free. 

Hicke:    Okay.   Did  you  go  [to  Kentucky]  for  the  signing  of  the  merger  agree 
ment  or  was  there  anything  else  connected  with  that? 
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Morrow:  No.  [chuckles]  Once  the  tax  rulings  were  obtained,  why  the  rest  was 
in  the  hands  of  the  lawyers  who  were  handling  the  implementation  of 
the  agreements. 

As  a  tax  partner,  I  was  seldom  involved  in  any  of  these 
aspects.   In  many  transactions,  the  tax  factors  were  of  overwhelming 
importance.   They  went  forward  or  failed  depending  on  what  was  con 
ceived  to  be  the  tax  effects.   A  great  many  of  those  major  trans 
actions  involving  corporate  acquisitions  were  conditioned  on  a  spe 
cific  tax  treatment.   Of  course,  there  were  a  number  of  acquisitions 
that  were  taxable,  and  the  tax  factors  were  important  there  as  well. 


FMC  Acquisition  of  American  Viscose  Company 


Horrow:    I  have  in  mind  the  purchase  of  American  Viscose  by  FMC.   This  was  an 
asset  purchase  for  cash.   In  such  a  transaction  it  is  necessary  to 
allocate  the  purchase  price,  which  is  an  aggregate  figure  --  in  this 
case,  over  S100  million  --  to  the  specific  assets  that  are  being 
acquired.   This  allocation  is  necessary  to  determine  depreciation 
and  determine  the  cost  that  is  allocable  to  inventories,  accounts 
receivable,  and  all  of  the  tremendous  array  of  assets  of  a  large 
company  that  has  a  great  number  of  operating  plants  and  offices. 

In  the  case  of  the  American  Viscose  acquisition,  FMC  regarded 
the  transaction  as  a  so-called  bargain  purchase.   No  part  of  the 
purchase  price  was  allocable  to  goodwill.   This  tax  treatment  was 
challenged  by  the  Internal  Revenue  Service,  because  of  the  great 
difference  in  tax  effect  of  treating  a  transaction  as  a  bargain  pur 
chase,  as  against  one  which  involves  a  purchase  of  assets  which 
includes  goodwill.   Goodwill  is  not  amortizable  or  depreciable  for 
tax  purposes.   To  the  extent  that  a  large  portion  of  the  purchase 
price  could  be  allocated  to  goodwill,  that  would  mean  that  the  pur 
chaser  --  in  this  case  FMC  --  could  not  recover  through  tax  deduc 
tions  a  write-off  of  that  amount  of  goodwill. 

I  spent  almost  a  month  in  Philadelphia  working  with  the  FMC 
people,  in  the  first  instance,  on  the  allocation  of  the  purchase 
price  to  the  assets  acquired,  and  spent  a  great  many  hours,  and  some 
trips  to  Philadelphia,  dealing  with  the  Internal  Revenue  Service  in 
settling  the  ultimate  allocation  of  the  purchase  price  to  all  of  the 
assets  acquired  from  American  Viscose. 

Hicke:    Are  these  considerations,  the  tax  considerations  that  you've  been 
talking  about,  part  of  the  reason  why  they  decided  to  purchase  the 
assets  rather  than  purchasing  the  company? 
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Horrow:    No.   In  many  cases  the  choice  between  a  purchase  of  assets  and  a 

purchase  or  exchange  of  the  stock  of  a  corporation  in  the  case  of  an 
acquisition  of  the  entire  company  does  depend  on  tax  considerations. 
In  the  American  Viscose  situation  the  form  of  transaction  was  dic 
tated  not  by  tax  considerations  on  the  part  of  FMC,  but  was  dictated 
solely  by  the  desire  of  American  Viscose  to  have  an  asset  sale 
because  of  their  tax  position. 

American  Viscose  was  selling  all  of  its  assets  at  far  less  than 
its  book  value.   In  order  to  establish  their  tax  losses,  the  only 
form  of  transaction  American  Viscose  would  consider  was  one  of  a 
sale  of  assets.   Necessarily,  of  course,  the  determination  of  the 
purchase  price  that  FMC  was  willing  to  pay  would  depend  to  a  great 
extent  on  the  allocation  of  the  purchase  price  and  the  ultimate  tax 
effect  in  the  write-off  or  disposition  of  those  assets  that  are 
acquired.   The  allocation  of  the  purchase  price  to  those  assets  was 
crucial  to  the  ultimate  financial  result  to  be  expected  by  FMC  from 
this  acquisition. 


Other  Tax  Work 


Horrow:   There  were  a  number  of  transactions,  though,  in  which  our  firm  and  I 
were  involved  in  which  the  structure  of  the  transaction  depended 
entirely  on  tax  consideration.   For  example,  I  have  in  mind  the  sale 
of  the  corporation  that  owned  one  of  the  Sacramento  television  sta 
tions  to  Corinthian  Broadcasting,  which  was  owned  by  Whitney  &  Co. 
I  was  asked  to  advise  and  to  handle  that  transaction  by  the  Breuner 
brothers,  who  were  principal  shareholders  of  that  corporation.   I 
was  doing  a  great  deal  of  work  for  the  Breuner  family  and  the  John 
Breuner  Company  at  that  time.   One  of  the  principal  assets  of  this 
corporation  was  a  license  for  reruns  of  movies.   Because  of  the 
favorable  circumstances  under  which  these  rights  had  been  acquired, 
a  substantial  appreciation  in  value  would  be  attributed  to  those 
rights.   I  concluded  that  if  the  transaction  was  structured  as  a 
sale  of  assets,  ordinary  income  could  result  from  the  profit  deemed 
to  have  occurred  with  respect  to  the  disposition  of  those  movie 
rights,  and  there  would  be  a  further  tax  on  liquidation  of  the  cor 
poration.   This  double  tax  would  have  resulted  in  an  extremely  great 
tax  burden  for  the  selling  shareholders. 

I  therefore  advised  that  the  transaction  take  the  form  of  a 
sale-  of  the  stock.   On  the  other  hand,  the  purchaser  was  very  reluc 
tant  and  somewhat  loathe,  because  of  its  tax  considerations,  to 
enter  into  a  purchase  of  stock  rather  than  assets.   However,  through 
negotiation,  our  view  prevailed  and  we  subsequently  sold  the  stock 
and  concluded  the  transaction  to  the  satisfaction  of  the  share 
holders  that  we  represented. 
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In  fact  [chuckles],  in  any  major  transaction,  tax  considera 
tions  are  important.   That's  true  even  today,  with  some  step-down 
from  the  very  high  rates  that  prevailed  during  the  post -World  War  II 
period  up  until  1964.   There  was  never  any  great  reduction  of  income 
tax  rates  until  1964  from  the  very  high  rates  that  prevailed  during 
World  War  II  and  the  postwar  period. 

There  are  so  many  situations  involving  transactions  in  which 
our  firm  was  involved  that  I  really  cannot  begin  to  describe  the 
number  of  instances  in  which  tax  advice  had  to  be  rendered.   To  put 
it  simply,  the  tax  factors  cover  the  whole  spectrum  of  business 
transactions,  and  certainly  no  one  who  was  involved  in  a  major 
financial  transaction  would  be  well  advised  [to  go  forward]  without 
getting  some  tax  advice. 

At  that  time  --  and  I'm  speaking  of  the  post-World  War  II 
period  --  the  firm  was  not  as  structured  as  it  is  today.   Because  of 
our  great  increase  in  numbers,  the  firm  necessarily  has  had  to 
assign  areas  of  practice  to  groups  and  have  more  clearly  defined 
lines  of  functional  responsibility.   We  did  not  have  that  to  any 
great  extent  in  the  period  that  I'm  speaking  of  except  with  respect 
to  client  responsibility.   The  firm's  functions  at  that  time  were 
pretty  well  defined  along  client  lines,  rather  than  areas  of  prac 
tice. 

Because  of  that  and  also  the  fact  that  a  number  of  problems  are 
given  more  specialized  treatment  by  our  firm  today,  unlike  today  the 
tax  group  handled  problems  in  the  areas  of  employee  benefits,  estate 
planning,  estates  and  trusts.   In  the  period  that  I  speak  of,  we  did 
not  have  a  separate  group  of  lawyers  doing  estate  planning  and 
estate  and  trust  work,  such  as  we  have  now.  Nor  did  we  have  a  sepa 
rate  group  of  attorneys  doing  employee  benefits  work.   The  result 
was  that  I  and  others  in  the  tax  group  were  involved  to  a  consider 
able  degree  in  estate  planning.   This  was  particularly  true  with 
respect  to  a  number  of  our  corporate  clients  that  were  essentially 
family-owned  companies. 

Today  the  large  family-owned  companies  have  pretty  much  disap 
peared  as  clients  of  our  firm.   In  the  immediate  postwar  period,  we 
had  a  number  of  rather  significant  family-owned  corporations.   These 
were,  for  example,  Hills  Brothers,  J.  A.  Folger  &  Co.,  John  Breuner 
Co.,  W.  P.  Fuller  &  Co.,  Pacific  Lumber  Company,  and  Guy  F. 
Atkinson.   Because  of  the  fact  that  potential  estate  and  inheritance 
tax  burdens  were  such  that  they  could  have  a  very  serious  adverse 
impact  on  the  corporation  and  the  family  net  worth,  it  was  necessary 
to  be  involved  in  a  considerable  amount  of  estate  planning  for  the 
members  of  the  family  concerned,  and  relate  that  estate  planning  to 
corporate  considerations. 
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This  was  particularly  necessary  in  those  situations  where,  as 
was  true  in  practically  every  case,  the  stock  was  not  listed  and  was 
not  readily  marketable.  There  would  be  difficult  problems  of  evalu 
ation  for  estate  tax  purposes  and  of  having  sufficient  funds  to 
clear  the  estate  from  the  estate  and  inheritance  taxes.   A  good  deal 
of  the  estate  planning  involved  setting  up  trusts  and,  in  some 
cases,  providing  for  a  charitable  foundation  as  a  recipient  of  some 
of  the  family-owned  stock.   There  were  a  number  of  methods  that  we 
used  to  mitigate  the  anticipated  heavy  burden  of  the  death  duties. 

In  one  case  I  recall,  I  organized  the  Edward  E.  Hills  Founda 
tion,  which  became  the  recipient  of  a  substantial  amount  of  Hills 
Brothers  stock  from  the  estate  of  Edward  E.  Hills,  and  this  is  a 
very  substantial  foundation  today.   The  organization  of  this  chari 
table  organization  to  be  a  recipient  of  a  considerable  portion  of 
Mr.  Hills's  estate  was  an  essential  part  of  the  estate  planning  for 
Mr.  Hills. 

At  the  present  time,  with  a  group  of  partners  and  associates 
who  specialize  in  estate  planning  and  estate  and  trust  work,  that 
work  is  now  channeled  almost  exclusively  through  that  group  rather 
than  through  the  tax  group,  although  necessarily  in  special  situa 
tions  involving  particularly  difficult  interpretations  of  the 
Internal  Revenue  provisions,  someone  from  the  tax  group  may  be 
called  upon  to  be  of  assistance. 

Another  example  of  work  that  was  done  by  the  tax  associates  and 
partners,  which  is  now  carried  out  through  a  specialized  group  in 
the  firm  and  a  very  large  one  indeed,  is  the  area  of  employee  bene 
fits.   I  recall  that  in  1946  I  drafted  and  implemented  the  Crown 
Zellerbach  Retirement  Plan,  which  was  the  first  pension  plan  that 
was  adopted  by  the  Crown  Zellerbach  Corporation.   Today,  that  sort 
of  work  would  be  carried  out  through  the  employee  benefits  group. 

Hicke:    Well,  since  you've  brought  up  Crown  Zellerbach  -- 


Hicke:     --  I  wanted  to  ask  you  about  the  case  Crown  Zellerbach  v.  United 
States  in  1957. 

Horrow:    Yes,  it  wasn't  a  very  --  [chuckling]  to  me  it  was  just  another  case. 

Hicke:    Oh,  well,  I've  got  lists  of  the  ones  that  I  found  in  your  Lexis 
list. 

Horrow:   There's  a  whole  raft  of  them. 

Hicke:    Maybe  I  gave  it  to  you  the  time  before. 
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Horrow:   There  must  be  a  whole  raft  of  them  in  the  Tax  Court.   You  know,  they 
are  just  another  case. 

Hicke:    Well,  one  of  the  important  things  about  that  one  is  you  said  that  in 
'46  you  already  had  Crown  Zellerbach  as  a  client,  but  I  know  that 
Whitney  Sanders  was  -- 

Horrow:   Whitney  Sanders  was  the  tax  counsel  for  Crown. 

Hicke:    And  Crown,  then,  became  a  lifelong  client,  pretty  rauch,  of  yours,  if 
I'm  not  mistaken. 

Horrow:   Well,  and  the  firm's. 

Hicke:    Well,  their  other  work  was  done  somewhere  else,  wasn't  it,  except 
for  their  tax  work? 


Horrow:    I  mentioned  the  fact  that  we  had  been  assigned  the  task  of  drafting 
the  Crown  Zellerbach  Retirement  Plan.   At  that  time,  we  were  not 
corporate  counsel  for  Crown  Zellerbach,  although  we  did  have  a  his 
tory  of  some  legal  relationship  with  Crown  Zellerbach.   And  that  was 
due  mostly  to  the  fact  that  our  firm  had  been  counsel  for  Crown  Wil- 
liamette,  which  merged  into  Zellerbach  Paper  and  became  Crown  Zell 
erbach. 

After  the  merger  there  was  some  informal  arrangement  whereby 
our  firm  would  share  legal  work  with  the  Orrick  firm  that  was  doing 
the  legal  work  for  Zellerbach.   As  time  went  on,  less  and  less  of 
that  work  came  our  way.   In  fact,  it  was  not  long  after  the  close  of 
World  War  II  that  our  firm  was  doing  practically  no  legal  work  for 
Crown  Zellerbach  other  than  tax  work  and  employee  benefits  work. 

The  tax  work  continued  for  quite  a  long  period  of  time.   The 
employee  benefits  work,  however,  continued  from  the  time  the  retire 
ment  plan  was  first  put  into  effect  in  1946  until  Crown  Zellerbach 
was  taken  over  by  Sir  [James]  Goldsmith  and  his  associates  last 
year.   I  do  not  know  to  what  extent  we  are  continuing  some  remnants 
of  the  employee  benefits  work  that  we  did  for  Crown  Zellerbach, 
because  Crown  has  been  essentially  dismembered  by  sales  of  assets 
which  occurred  after  the  takeover. 

Hicke:    That  brings  up  an  interesting  question.   In  an  acquisition/merger 

when  each  company  has  its  own  counsel,  how  do  they  decide  --  is  that 
part  of  the  negotiations?  --  who  to  continue  to  retain? 

Horrow:   Well,  the  retention  of  counsel  after  an  acquisition  depends  to  a 

great  extent  on  the  counsel  of  the  acquiring  corporation.   It  is  a 
matter  of  arrangement  on  the  part  of  the  law  firms  involved  and  the 
corporations  as  to  where  they  want  to  have  their  outside  tax  work 
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performed.   In  many  cases  the  choice  is  governed  by  the  chief  tax 
counsel  or  the  corporate  executive  who  is  in  charge  of  tax  matters 
for  the  acquiring  corporation.   Bear  in  mind  that  many  of  these  tax 
problems  are  rather  difficult  to  cope  with.   In  a  great  many  situa 
tions,  corporate  executives  that  are  responsible  for  the  tax  advice 
and  tax  policies  of  a  corporation  feel  the  need  for  outside  counsel, 
and  their  confidence  in  the  particular  individuals  that  they  look  to 
for  that  tax  advice  is  an  important  factor  in  selecting  tax  counsel. 

Generally  speaking,  the  tax  advice  given  to  our  corporate 
clients  was  given  in  areas  where  we  provided  general  legal  service 
to  the  corporation:   corporate  matters,  litgation,  and  all  other 
legal  matters.   There  were  a  number  of  important  exceptions,  how 
ever,  where  our  firm  performed  tax  legal  service  independent  of  the 
performance  of  other  legal  services  for  that  corporation.   The  most 
significant  example  of  that  was  in  the  case  of  FMC. 


FMC:   Phosphates  and  Trona 

Horrow:    I  don't  know  whether  I  mentioned  this  before,  but  FMC  at  the  close 
of  World  War  II  --  known  as  Food  Machinery  and  Chemical  Corporation 
at  that  time  --  had  as  its  outside  counsel  Roland  Foerster,  who  was 
the  Foerster  of  Morrison  &  Foerster,  and  he  remained  their  ouside 
general  counsel  until  his  death.   Practically  all  of  the  outside 
legal  work  for  FMC  was  performed  by  that  firm. 

However,  for  some  reason  of  which  I  was  never  apprised,  in 
1946,  the  controller  of  FMC,  Mr.  Ben  Carter,  who  later  became  presi 
dent  and  then  chairman  of  the  board  of  FMC,  asked  me  if  I  was 
willing  to  take  on  the  controversy  then  pending  with  the  Internal 
Revenue  Service  involving  the  World  War  II  taxes  of  FMC.   FMC  had 
been  a  primary  contractor  on  amphibious  tanks  and  there  were  a  great 
many  very  difficult  tax  problems  that  were  pending  as  to  which  there 
was  controversy  between  the  corporation  and  the  Internal  Revenue 
Service.   FMC  was  confronted  with  very  sizeable  proposed  excess 
profits  tax  liabilities  by  the  government. 

The  excess  profits  tax  rate  at  that  time  was  90  percent  of 
excess  profits  net  income.   I  took  on  the  case,  and  after  what 
seemed  at  the  time  innumerable  discussions,  conferences,  etc.  with 
the  tax  people,  we  entered  into  a  settlement  that  was  considered 
satisfactory  by  both  the  IRS  and  the  corporation,  so  that  these  tax 
cases  were  settled  without  litigation.   From  that  time  on,  I  was  put 
in  charge  of  outside  tax  work  for  FMC.   Of  course,  subsequently  our 
firm  replaced  Morrison  &  Foerster  as  general  counsel  for  FMC,  when 


81 

Paul  Davies*  became  associated  with  our  firm,  and  I  think  prior  to 
that  time,  upon  the  death  of  Roland  Foerster. 

Hicke:     Is  that  this  case,  Food  Machinery  &  Chemical  Corp.  v.  United  States, 
which  was  in  the  United  States  Court  of  Claims  in  '60? 

Horrow:    No,  we  had  a  number  of  litigated  tax  cases  for  FMC .   The  most  impor 
tant  case  for  FMC  was  the  case  involving  phosphate  depletion.   FMC 
had  a  most  unusual  arrangement  for  -- 

Hicke:    Oh,  that  was  with  [Jack]  Simplot? 

Horrow:    With  Simplot.   A  most  unusual  arrangement  with  Simplot  for  the 
extraction  of  phosphate  and  the  processing  of  phosphate  ores  to 
obtain  elemental  phosphorus. 

Hicke:    What  was  unusual  about  it?   Is  that  this  one?   [hands  him  opinion] 

Horrow:   Well,  the  most  unusual  feature  of  the  case  --  and  it  is  unique  in 

the  annals  of  mining  and  percentage  depletion  and  has  been  cited  any 
number  of  times  since  --  was  the  fact  that  FMC  did  not  have  an 
interest  in  the  mineral  leases  from  which  the  phosphate  ores  were 
extracted.   The  leases  were  on  Indian  lands,  and  were  held  by  J.  R. 
Simplot.   However,  FMC  had  a  very  elaborate  agreement  with  Simplot 
whereby  Simplot  mined  phosphate  ore  for  processing  in  the  plant 
which  was  constructed  by  FMC.   This  was  an  approximately  $20  million 
investment,  which  was  dependent  on  the  phosphate  ore  mined  by  Sim- 
plot  as  a  source  of  supply. 

Hicke:    So  FMC  had  the  processing  plant  but  they  didn't  have  any  access  to 
the  supply? 

Horrow:    FMC  did  not  have  an  interest  in  the  leases.   In  order  to  qualify  for 
a  percentage  depletion  deduction,  however,  it  had  to  have  an 
interest  in  the  minerals  in  place.   The  question  was  whether  or  not 
the  elaborate  agreement  covering  the  mining  of  phosphate  ores  for 
FMC  created  the  necessary  interest  in  the  minerals  in  place  which 
qualified  FMC  for  percentage  depletion. 

The  unique  feature  of  the  case  was  the  fact  that  there  were  two 
distinct  mineral  deposits  of  phosphate.   The  lower  layer  was  a 
deposit  of  phosphate  rock,  which  was  extracted  by  Simplot  and  which, 
under  the  agreement,  he  was  entitled  to  use  for  fertilizer.   The 
upper  layer  deposit,  however,  was  not  usable  for  the  manufacture  of 


*     Paul  L.  Davies,  Jr.,  is  the  son  of  Paul  L.  Davies,  Sr.,  former 
head  of  FMC. 
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fertilizer,  but  was  earmarked  assigned  under  the  agreement  for 
extraction  by  Simplot  for  FMC  for  processing  in  FMC's  plant. 

By  reason  of  the  agreement,  the  Court  of  Claims  held  --  and 
subsequently  I  believe  the  government  applied  for  certiorari  to  the 
United  States  Supreme  Court,  which  was  denied  --  that  FMC  was  enti 
tled  to  percentage  depletion.   The  importance  of  this  decision  lay 
in  the  fact  that  the  economics  and  the  profitability  of  the  opera 
tion  revolved  to  a  very  large  extent  on  whether  percentage  depletion 
was  available  as  an  income  tax  deduction. 

Hicke:    So  you  literally  put  them  in  business  --  or  kept  them  in  business. 

Horrow:   Well,  I  kept  them  from  going  out  of  business.   We  had  the  same 
situation  with  respect  to  the  trona  deposit  of  FMC.   That  was 
another  percentage  depletion  problem.   The  economics  of  the  whole 
operation  turned  on  whether  or  not  percentage  depletion  was  avail 
able.   We  prevailed  on  the  Internal  Revenue  Service  to  rule  that  the 
trona  was  available  for  percentage  depletion  based  on  its  sales 
value  after  processing.   The  government  was  later  dissatisfied  with 
that  ruling  and  it  sought  to  abandon  it  and  to  apply  prospectively  a 
position  that  FMC  was  not  entitled  to  that  amount  of  percentage 
depletion.   And  in  fact  went  so  far  as  to  obtain  -- 

[tape  interrupt ion ]## 

Hicke:    While  we're  waiting  for  that  further  information  you  requested,  I 
wanted  to  ask  you  if  you  could  elaborate  a  little  bit  on  the  per 
centage  depletion  tax  law.   Is  that  for  the  purpose  of  encouraging 
mining? 

Horrow:   Yes.   It  has  always  been  characterized  by  its  opponents  as  a  sub 
sidy,  a  loophole,  and  so  on.   But  it  has  always  been  considered  a 
deduction  necessary  to  encourage  the  development  and  exploitation  of 
mineral  resources. 

Hicke:    For  exploration  or  for  the  actual  production? 

Horrow:   No,  for  the  actual  production,  because  depletion  is  keyed  only  to 
the  actual  extraction  of  the  minerals  and  it  involves  a  percentage 
allowance  for  the  minerals  that  are  depleted.   Every  mineral 
deposit,  of  course,  is  exhaustible.   The  percentage  depletion  deduc 
tion  was  an  allowance  that  was  given  in  recognition  of  that.   To 
some  extent  the  fixing  of  a  percentage  was  motivated  initially  by 
the  fact  that  it  was  difficult  to  determine  the  extent  to  which  a 
mineral  deposit  was  being  depleted.   So,  because  there  is  so  much 
uncertainty  as  to  reserves  -- 

Hicke:     How  much  is  left? 
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Horrow:   Yes.   Well,  the  prime  example  is  what's  happening  today.   What  is 
left  isn't  just  a  physical  concept,  it's  a  marketable  concept  as 
well.   When  the  price  of  oil  is  $10  a  barrel,  the  recoverable 
reserves  of  the  oil  in  place  are  cut  in  half,  if  instead  it  was 
based  on  a  factor  of  $20  a  barrel. 

Hicke:    It's  true  with  gold,  too. 

Horrow:   Well,  it's  true  of  every  mineral.   That's  why  the  oil  companies 
today  are  facing  these  enormous  write-offs,  because  they've  had 
reserves  that  have  had  certain  costs,  either  from  acquisition  or 
exploration,  that  may  be  based  on  the  10  or  15  or  whatever  dollars 
per  barrel  which  were  economic  when  oil  was  selling  at  $28  a  barrel. 
When  the  market  price  of  oil  goes  down  to  $10  a  barrel,  they  have  to 
revalue  those  reserves,  and  the  recoverable  reserves  measured  on  the 
basis  of  $10  may  be  considerably  less  than  what  they  had  before.   So 
they  have  to  write  off  the  reserves  as  no  longer  economically  recov 
erable.   The  percentage  depletion,  in  more  recent  years,  has  become 
the  subject  of  a  political  tug  of  war.   The  nonmineral  states  con 
sider  it  a  subsidy  and,  of  course,  in  the  oil-producing  states  par 
ticularly,  and  in  all  the  mineral-producing  states,  percentage 
depletion  is  terribly  important,  because  of  the  effect  on  their 
economy . 

Hicke:    Would  there  be  something  political  in  the  trona  and  the  phosphate 
cases?   In  other  words,  would  those  minerals  be  seen  as  not  as 
valuable  to  the  United  States  government? 

Horrow:    In  the  case  of  the  trona  deposit  in  Wyoming,  when  it  was  first 

developed  by  FMC,  we  had  the  ruling  that  trona  was  a  depletable  min 
eral  and  FMC  was  entitled  to  depletion  on  its  sales  value.   FMC  went 
ahead  and  mined  and  processed  that  trona.   Trona  is  a  natural  soda 
ash  that  sells  for  pennies  a  pound.   It  is  used  very  widely  in 
industry  --  glass  making  --  and  has  a  vast  array  of  industrial 
applications . 

Up  to  the  time  of  the  trona  deposit  development,  soda  ash  was 
extracted  synthetically,  through  the  so-called  Solvay  process.   The 
Solvay  process  was  owned  by  the  Belgians  and  they  had  a  worldwide 
monopoly  on  it.   When  trona  came  along  it  was  a  natural  deposit,  and 
FMC  pioneered  in  the  development  of  it.   The  natural  trona  deposit 
resulted  from  a  vast  prehistoric  inland  lake  and  lands  governed  by 
ownership  on  the  part  of  the  Union  Pacific.   FMC  pioneered  in  this 
development.   There  are  a  number  of  other  companies  now  that  are 
extracting  soda  ash  or  trona  in  Wyoming  in  this  same  area.   FMC  was 
the  first.   The  economics  of  that  development,  of  course,  turned  on 
percentage  depletion. 
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Hicke:    They  did  get  a  ruling  before  they  went  ahead  with  this  though, 
right? 

Horrow:   We  thought  it  was  in  the  law  as  one  of  the  allowable  depletable  min 
erals.   There  was  a  question  as  to  the  extent  to  which  percentage 
depletion  would  be  measured  --  what  the  cutoff  point  was.   Because 
of  the  nature  of  the  extractive  process,  there  was  a  very  serious 
question  as  to  whether  it  was  a  manufacturing  process,  which  is  not 
subject  to  depletion.   For  example,  -- 

[telephone  interrupt ion ]## 

I  don't  know  where  we  left  off  on  the  trona  story.   But  after 
we  received  this  ruling  that  FMC  was  entitled  to  depletion  based  on 
the  value  of  the  soda  ash  after  it  was  extracted  from  the  trona,  the 
IRS  became  involved  in  a  program  to  curtail  the  allowance  of  per 
centage  depletion  deductions.   Trona  was  seized  upon  by  the  IRS  as  a 
mineral  on  which  they  proposed  to  curtail  the  percentage  depletion 
allowance  and  consider  the  processing  of  the  mineral  into  soda  ash 
as  a  manufacturing  process,  which  was  not  subject  to  depletion, 
rather  than  an  extractive  process  which  was  still  within  the  bounds 
of  the  depletion  allowance. 

The  IRS  then  revoked  the  ruling  on  which  this  extractive  busi 
ness  was  based,  and  they  proposed  to  disallow  percentage  depletion 
on  the  value  of  the  soda  ash.   There  had  been  a  case  that  went  up  to 
the  Supreme  Court  of  the  .United  States  involving  the  appropriate 
cutoff  point  for  percentage  depletion  purposes,  which  had  been 
decided  in  favor  of  the  government. 

n 

Horrow:    Because  the  widespread  application  of  that  ruling  would  have  threat 
ened  the  allowance  of  depletion  for  a  great  many  minerals,  legisla 
tion  was  proposed  to  redefine  the  minerals  entitled  to  depletion  and 
to  have  specific  provisions  covering  the  processing  of  various  min 
erals.   Included  in  that  legislation  was  trona. 

However,  as  the  legislation  was  proposed,  there  was  an 
ambiguity  in  its  provisions  as  to  whether  or  not  the  position  cur 
rently  taken  by  the  IRS  was  being  incorporated  in  that  legislation 
or  whether  the  original  position  that  had  been  taken  by  the  IRS  -- 
allowing  depletion  on  the  value  of  the  soda  ash  after  the  final  pro 
cessing  had  occurred  --  was  provided  in  the  law.   To  deal  with  this 
situation,  in  company  with  the  controller  of  FMC  -- 

Hicke:    That  was  still  Mr.  Carter? 
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Horrow:    No,  it  was  Jack  Pope  then,  who  is  now  deceased.   Jack  later  suc 
ceeded  Ben  Carter  as  president  and  chairman  of  the  board  of  FMC .   We 
proceeded  to  inquire  first  as  to  the  position  the  IRS  and  the  Trea 
sury  were  going  to  take  under  this  proposed  legislation.   We  were 
assured  at  that  time  that  the  legislation  --  as  then  being  consid 
ered  by  the  Congress  --  was  not  intended  by  the  Treasury  to  detract 
in  any  way  from  our  original  IRS  ruling,  that  we  were  entitled  to 
depletion  on  the  soda  ash.   We  then  took  the  position  that  while  we 
were  reassured  as  to  their  views,  nonetheless  we  felt  that  a  clari 
fication  was  necessary  with  respect  to  the  proposed  legislation. 

We  were  urged  not  to  propose  any  formal  amendment  of  the  legis 
lation,  because  the  Treasury  was  fearful  that  opening  the  door  for 
any  particular  amendment  to  the  legislation  that  was  going  through 
would  invite  a  host  of  other  proposed  legislative  changes,  many  of 
which  they  were  fearful  would  not  be  acceptable.   They  proposed, 
instead,  that  at  the  time  the  Treasury  representative  appeared 
before  the  Ways  and  Means  Committee  at  the  hearings  on  the  proposed 
legislation,  a  statement  would  be  made  on  the  record  as  to  the 
interpretation  of  the  Treasury  Department  of  the  legislation  with 
respect  to  the  allowance  of  depletion  on  trona. 

We  were  advised  that  this  statement  would  be  in  line  with  the 
position  that  we  were  advocating.   We  acquiesced  in  this  arrangement 
on  the  assumption  that  the  legislative  history,  as  evidenced  by  the 
statement  of  the  legislative  representative  of  the  Treasury,  would 
be  sufficient  to  support  our  position  as  to  the  proper  interpreta 
tion  of  the  law. 

The  legislation  was  enacted  without  any  formal  change  to 
reflect  our  position  specifically.   Despite  the  position  taken  by 
the  Treasury  representative  in  the  course  of  the  consideration  of 
this  legislation,  at  a  later  date,  the  IRS  proposed  reverting  to 
their  position  that  we  were  not  entitled  to  depletion  on  the  soda 
ash. 

Since  the  IRS  and  the  Treasury  were  adamant  in  their  refusal  to 
accept  our  view  that  the  legislative  record  was  such  that  the  Trea 
sury  had  acceded  to  our  position  in  the  interpretation  of  the  law, 
we  found  it  necessary  to  do  what  we  had  failed  to  do  or  had  decided 
not  to  do  originally:   namely,  get  a  specific  amendment  to  the  law. 
We  obtained  the  introduction  of  this  legislation  through  the  con 
gressmen  as  well  as  the  senators  from  Wyoming,  since  the  trona 
operations  --  which  had  become  quite  extensive,  not  only  by  FMC  but 
also  by  other  corporations  in  the  area  --  were  so  vital  to  the 
economy  of  Wyoming  that  they  were  very  interested  in  obtaining  this 
legislation  to  set  forth  in  statutory  terms  the  original  ruling  on 
which  this  whole  industry  had  been  predicated  from  the  outset. 
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Hicke: 

Horrow: 

Hicke: 

Horrow: 

Hicke: 
Horrow: 


Soda  ash  is  a  mineral  which  sells  for  pennies  a  pound,  so  that 
the  profitability  of  all  the  trona  operations  depended  on  whether  or 
not  this  tax  deduction  would  be  allowable.   This  legislation  was 
adopted  by  the  Congress  over  the  objections  of  the  Treasury. 

The  Treasury,  in  line  with  the  objections  it  had  made  when  the 
legislation  was  going  through,  determined  that  they  would  recommend 
that  the  President  veto  this  legislation.   Having  learned  that  this 
was  the  position  that  the  Treasury  was  going  to  take,  I  and  FMC's 
tax  counsel,  Mr.  Robert  Moody,  who  is  still  the  corporate  tax 
counsel  today,  obtained  a  hearing  before  the  assistant  Secretary  of 
the  Treasury,  who  was  responsible,  in  substance,  for  the  Treasury 
recommendation  that  would  be  made  to  the  President  on  whether  to 
sign  or  veto  the  bill. 

Despite  a  long  recital  of  all  the  history  of  the  rulings  and 
the  legislative  process  affecting  the  depletion  allowance  on  trona, 
the  Treasury  sent  the  enrolled  bill  to  the  president  with  a  recom 
mendation  that  it  be  vetoed.   We  obtained  the  intervention  primarily 
of  one  of  the  senators  from  Wyoming  at  the  White  House  to  pursuade 
the  president  not  to  veto  this  legislation.   And  today  FMC  is  cur 
rently  being  allowed  percentage  depletion  on  its  trona  processing, 
although  not  too  long  ago  the  problem  re-emerged,  although  briefly, 
in  another  form  involving  a  change  in  the  sequence  of  processing 
steps  undertaken  by  FMC  in  processing  the  soda  ash.   For  a  brief 
period  of  time,  a  position  was  taken  by  one  of  the  technical  ruling 
officers  in  the  IRS  that  the  change  in  the  processing  procedures 
took  us  out  of  the  benefits  of  the  legislation.   But  fortunately, 
that  position  was  overruled  and  presently  FMC  is  being  allowed  the 
percentage  depletion  as  originally  conceived.   [chuckles] 

That  was  a  happy  ending  anyway. 

Sometimes  they're  happy.   What  else  do  you  want  to  discuss? 

Was  there  some  reason  that  the  government  was  really  coming  down 
hard  on  trona  mining? 

There  was  no  particular  reason  for  singling  out  trona  as  such. 
There  was,  however,  a  general  policy  that  was  currently  in  effect  to 
curtail  as  much  as  possible  the  allowance  of  percentage  depletion. 

Oh,  that's  what  I  was  getting  at. 

To  some  extent  it  was  a  countermeasure  resisting  the  efforts  on  the 
part  of  the  extractive  industries  to  extend  unduly  the  limits  of  the 
percentage  depletion  allowance.   But  that  was  true  to  a  lesser 
extent.   The  major  influence  was  a  change  in  Treasury  policy  in  an 
attempt  to  curtail  percentage  depletion  as  much  as  possible,  because 
the  Treasury  at  that  time  viewed  percentage  depletion  as  a  subsidy. 


Hicke: 
Morrow: 
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Treasury  depletion. 


Yes.   [both  chuckle]  That's  exactly  right;  it  was  depletion  of  the 
revenue . 


Dealing  with  Emergencies 

[Interview  continued:   January  15,  1987]## 

Dean  Witter  &  Co. 


Hicke:     I  know  that  you  are  familiar  with  every  client  --  just  about  --  that 
the  law  firm  has,  and  you  often  had  to  deal  with  matters  that  con 
cerned  all  the  rest  of  the  clients.   So  I  wondered  if  you  could  tell 
us  a  little  bit  about  what  happened  when  there  was  some  special 
emergency. 

Horrow:   Well,  of  course  in  all  our  areas  of  practice,  partners  would  receive 
frantic  calls  from  clients  to  deal  with  some  emergency  situation. 
This  was  certainly  not  uncommon  in  the  tax  field,  because  my  experi 
ence  was  that  when  clients  were  threatened  with  a  drastic  change  in 
tax  rulings  or  tax  policy,  or  with  a  large  tax  liability  that  was 
unexpected,  their  readiness  to  press  the  panic  button  was  all  too 
evident. 

I  have  in  mind  two  situations  where  this  was  true.   One 
involved  a  proposed  change  in  the  tax  treatment  of  Dean  Witter  [and 
Co.],  the  stock  brokerage  firm,  in  1946  or  1947.   At  that  time,  Dean 
Witter  was  a  limited  partnership,  and  there  had  been  one  or  two 
cases  decided  by  the  Tax  Court  of  the  United  States  that  indicated 
that  under  certain  circumstances  under  state  law,  a  limited  partner 
ship  might  be  treated  as  an  association,  taxable  as  a  corporation 
rather  than  as  a  partnership. 

A  partnership,  for  federal  tax  purposes,  does  not  pay  any 
income  taxes  itself,  but  all  of  its  income  and  deductions  are  passed 
through  to  be  taxed  to  the  respective  partners  based  on  their  pro 
portionate  shares  in  the  partnership. 

Hicke:    Would  that  be  the  same  way  the  law  firm  works? 

Horrow:    Yes.   This  is  true  of  law  firms  that  are  structured  as  partnerships, 
although  a  number  of  law  firms  now  are  incorporated.   Dean  Witter 
was  confronted  with  a  proposal  by  the  Internal  Revenue  agent's 
office  in  San  Francisco  with  proposed  tax  liability,  based  on 
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Hicke: 


Morrow: 


Hicke: 
Horrow: 


treating  it  as  taxable  as  a  corporation,  not  only  currently,  but 
also  for  some  past  years,  which  would  have  subjected  it  to  excess 
profits  taxes. 

Needless  to  say,  Dean  Witter  &  Co.  was  quite  exercised  about 
this  proposed  change  in  tax  treatment.   I  was  assigned  the  task  of 
obtaining  a  reversal  of  the  Internal  Revenue  Service  position. 
Because  I  was  aware  of  the  fact  that  a  large  number  of  member  firms 
of  the  New  York  Stock  Exchange  were  limited  partnerships,  I  enlisted 
the  support  of  the  New  York  Stock  Exchange.   They  were  quite  willing 
to  lend  their  support  because  they  realized  the  drastic  implications 
for  their  members  if  this  ruling  was  applied  generally. 

I  conferred  with  counsel  --  tax  counsel  for  the  New  York  Stock 
Exchange  in  New  York  --  preparatory  to  having  a  hearing  in  the 
Washington,  B.C.  office  of  the  Internal  Revenue  Service.   The  proce 
dure  then  permitted  --  as  it  does  now  --  to  have  technical  advice 
given  in  the  national  office  of  the  Internal  Revenue  Service  to 
review  technical  rulings  in  the  field. 

I  asked  for  and  got  the  New  York  Stock  Exchange  to  file  a  brief 
with  the  national  office  of  IRS  in  support  of  our  position,  and  as  a 
result  of  the  hearing  that  we  had  back  there,  the  IRS  reversed  its 
position,  and  Dean  Witter  &  Co.  again  was  permitted  to  resume  its 
tax  treatment  as  a  partnership. 


Another  instance  -- 

Could  I  interrupt  you  just  a  minute? 
had  to  do? 


This  was  a  hurry-up  job  you 


Well,  the  work,  of  course,  proceeded  over  a  period  of  time,  but  the 
request  for  action  and  to  take  this  matter  up  was  something 
presented  on  an  emergency  basis,  because  this  was  a  very  startling 
and  very  drastic  change  that  Dean  Witter  &  Co.  was  confronted  with 
in  its  tax  treatment. 

Do  you  recall  how  long  the  whole  process  took? 

Oh,  I  donrt  recall  precisely.   These  matters  generally  require  a 
period  of  several  months,  because  the  national  office  has  always  a- 
backlog  of  work-in-progress,  and  it  is  necessary  to  arrange  hearings 
in  the  national  office  at  their  convenience.   I  don't  recall  pre 
cisely  the  timing,  but  there  was  an  interval  of  several  months.   One 
which,  of  course,  was  utilized  in  preparing  a  brief  --  researching 
the  law  and  the  rulings,  and  preparing  for  the  hearing,  as  well  as 
giving  the  New  York  Stock  Exchange  people  sufficient  time  on  their 
end  to  prepare  a  brief. 
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American  Telephone  &  Telegraph  Company 


Horrow:   Another  instance  of  some  emergency  call  for  assistance  on  a  tax 
matter  was  in  connection  with  the  demand  that  was  made  on  AT&T 
[American  Telephone  &  Telegraph  Co.]  by  the  California  franchise  tax 
people  for  the  filing  of  information  returns  covering  dividends  paid 
by  AT&T  to  California  recipients.   AT&T  was  unaware  of  a  change  in 
the  franchise  tax  regulations,  which  required  such  information 
returns  to  be  filed. 

When  they  were  confronted  with  a  demand  by  the  California  fran 
chise  tax  people  to  file  these  information  returns  for  two  years 
preceding  the  date  this  notification  was  given,  the  AT&T  people  were 
appalled  by  the  prospect  of  having  manually  to  process  the  accounts 
of  over  three  million  shareholders  with  respect  to  their  quarterly 
dividend  distributions. 

AT&T,  since  it  was  unaware  of  this  requirement,  had  not  pro 
grammed  its  computers  to  segregate  the  dividend  payments  to 
California-based  shareholders.   AT&T  asked  me  to  go  to  Sacramento 
and  persuade  the  franchise  tax  people  to  make  their  ruling  prospec 
tive  only,  so  that  AT&T  would  have  sufficient  time  to  program  its 
computers  and  segregate  through  computer  work  the  California  share 
holders  for  whom  information  returns  were  required  to  be  filed. 

This  was  done,  and  the  franchise  tax  people  were  willing  to 
relent  on  their  demand  and  give  AT&T  sufficient  time  to  reprogram 
its  computers  to  comply  with  the  withholding  requirements. 

Hicke:    How  did  you  persuade  them? 

Horrow:   Well,  basically,  it  was  a  matter  of  showing  that  AT&T,  in  good 
faith,  always  sought  to  be  in  compliance  with  the  franchise  tax 
requirements,  and  that  undue  hardship  would  be  imposed  through  an 
inadvertent  failure  to  comply  with  a  new  requirement. 


Obtaining  Advance  Rulings 

Southern  California  Telephone  Company 


Hicke:    Okay.   Well,  I  know  you've  indicated  that  you  worked  on  the  changing 
of  the  Bank  of  America  over  to  becoming  a  holding  company,  and  that 
had  some  significance  for  the  rest  of  us. 
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Horrow:   Well,  there  are  many,  many  situations  where  rulings  had  to  be 

obtained  for  clients  in  advance  of  some  major  transaction.   The 
reason  for  this  is  pretty  obvious:   that  no  client  could  embark  on  a 
transaction  that  was  irreversible  without  assurance  as  to  the  tax 
consequences  of  that  action. 

For  example,  when  I  first  came  with  the  firm  I  was  assigned  the 
matter  of  obtaining  a  ruling  on  the  merger  of  the  Southern 
California  Telephone  Company  and  the  Pacific  Telephone.   At  that 
time,  the  telephone  operations  in  California  were  divided  between 
the  Southern  California  Telephone  Company  and  Pacific.   Southern 
California  was  a  a  wholly  owned  subsidiary  of  Pacific  Telephone. 
For  administrative  and  corporate  reasons,  it  was  considered  desir 
able  to  merge  Southern  California  into  Pacific. 

Well,  obviously,  a  transaction  of  that  magnitude  could  not  be 
done  and  would  not  be  done  without  assurance  as  to  the  tax-free 
consequences  and  the  other  tax  incidents  that  would  result  from  that 
corporate  reorganization.   One  of  the  problems  was  the  timing  of  the 
transaction  and  the  effect  that  the  timing  would  have  on  the  tax 
treatment  of  Pacific  Telephone  and  also  Southern  California  Tele 
phone  . 

The  merger  was  proposed  to  be  effective  on  the  last  day  of 
March,  and  both  Southern  California  and  Pacific  Telephone  paid  at 
that  time  millions  of  dollars  in  real  property  taxes.   Real  property 
taxes  become  a  lien  on  the  first  Monday  of  March  of  each  year.   Of 
course,  there  were  very  serious  questions  as  to  the  income  treatment 
of  these  property  taxes  since  they  applied  to  the  property  tax  year 
following  from  July  1  to  June  30,  even  though  the  lien  for  those 
taxes  arose  the  preceding  March  1. 

I  obtained  a  ruling  that  the  property  taxes  that  accrued  for 
Southern  California  Telephone,  as  of  the  first  Monday  of  March 
preceding  the  proposed  merger,  would  be  deductible  to  Southern 
California  in  their  entirety,  even  though  these  real  property  taxes 
were  chargeable,  for  rate  purposes,  against  the  full  calendar  year  s 
operations.  The  result  of  that  ruling  was  that  Southern  California 
received  a  very  large  refund  of  its  income  taxes,  because  the  entire 
annual  amount  of  real  property  taxes  was  taken  as  a  deduction 
against  only  the  first  three  months  of  income. 


Bank  of  America  Corporation 


Horrow:   When  the  Bank  of  America  decided  to  be  structured  through  a  holding 
company,  corporate  setup,  I  was  assigned  the  chore  of  obtaining  a 
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ruling  on  the  creation  of  BankAmerica  Corporation  as  the  holding 
company,  which  would  own  100  percent  of  the  stock  of  the  bank.   The 
ruling  was  rather  unusual  in  its  tax  effects,  because  of  the  unusual 
corporate  requirements  governing  national  banks.   The  National 
Banking  Act  was  the  legislation  under  which  this  restructuring 
occurred.   It  was  not  until  a  satisfactory  ruling  was  obtained  that 
the  bank  was  cleared  to  proceed  with  the  creation  of  its  holding 
company . 

Hicke:    Did  this  change  the  way  other  banks  operated? 

Morrow:   Well,  at  that  time  the  bank  holding  company  was  an  innovative  corpo 
rate  structure,  and  was  dictated  by  the  fact  that  the  office  of  the 
Controller  of  the  Currency  initiated  a  change  in  policy  that  per 
mitted  banks  to  be  held  through  holding  companies.   The  reason  for 
the  willingness  and  desire  of  banks  to  embark  on  this  new  corporate 
structure  was  due  to  the  fact  that  the  holding  company  was  permitted 
to  engage  in  a  variety  of  transactions  that  were  not  permitted  for 
banks . 

While  the  Bank  of  America  was  not  the  first  large  bank  to 
embrace  the  bank  holding  company  structure,  it  was  among  the  first, 
and  I  believe  the  ruling  that  I  obtained  for  the  bank  was  among  the 
first  rulings  obtained  in  the  banking  field. 

Hicke:    So  I'm  sure  that  was  important  for  many  other  banks  in  the  United 
States. 

Horrow:    Yes.   Once  the  holding  company  structure  was  recognized  as  a  desir 
able  avenue  for  broadening  the  bank's  activities,  a  great  many  other 
banks  throughout  the  country  formed  bank  holding  companies.   Today, 
practically  all  of  the  larger  banks  use  the  holding  company  struc 
ture. 


More  on  the  Growth  of  the  Tax  Grout 


Hicke:    Well,  I  wonder  if  you  could  tell  me  more  about  the  growth  of  the 

practice  group  --  about  bringing  in  new  people  and  about  the  ways  in 
which  you  handled  the  enormous  amount  of  work  that  was  coming  in. 

Horrow:   Well,  initially  when  I  came  with  the  firm,  Sigvald  Nielson  was  the 
tax  partner  in  charge.   Sig,  however,  had  never  had  any  tax  liti 
gating  experience,  and  I  was  immediately  thrust  into  the  large 
excess  profits  tax  cases  that  emerged  from  the  World  War  II  period. 
Many  of  these  cases  involved  very  large  amounts  of  proposed  lia 
bility  and  took  a  number  of  years  before  they  were  finally  worked 
out . 
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I  became  a  partner  as  of  January  1,  1948  and  I  continued  as  the 
only  other  tax  partner  until  Claude  Hogan  was  made  a  partner  [looks 
through  papers].   Let's  see  if  we  have  a  date  on  that. 

Hicke:    I  have  that  here,  too  [also  looks  through  papers]  somewhere. 

Horrow:   Claude  became  a  partner  as  of  January  1,  1959,  yes,  1959.   So,  grad 
ually  from  1948  to  1959,  I  had  to  assume  more  and  more  responsi 
bility  for  the  tax  practice.   Sig  Nielson  was  very  much  involved  in 
work  for  Standard,  now  Chevron,  particularly  in  the  legislative 
areas.   A  great  deal  of  his  work  involved  all  of  the  vast  array  of 
legislation,  both  federal  and  state,  affecting  Standard's  opera 
tions  . 

So  more  and  more  of  the  technical  work  in  the  tax  field  was 
thrust  on  me,  as  a  partner,  of  course  with  a  large  number  of  associ 
ates.   Gradually  the  staff  of  the  tax  group  was  increased,  but  not 
at  the  partnership  level  until  Claude  Hogan  was  made  a  partner. 
Claude  was  immensely  valuable  and  ultimately  took  on  practically  all 
of  the  tax  problems  for  Standard,  which  were,  of  course,  growing 
tremendously  over  the  years. 

Then  the  next  partners  of  the  tax  group  [ looks  through  papers 
again]  were  Richard  Eigner  and  Stephen  Martin,  who  became  partners 
in  1966. 

Hicke:    That  was  eighteen  years  after  you,  I  guess  --  something  like  that? 

Horrow:    Dick  took  on  a  great  many  problems  in  the  international  tax  field 
and  today,  I  think,  he  is  recognized  as  one  of  the  top  lawyers  in 
the  country  on  international  tax  matters.   Steve  Martin  worked  with 
me  on  a  number  of  tax  cases  that  were  in  litigation,  particularly 
the  cases  involving  the  Pacific  Northwest  spinoff  by  Pacific  Tele 
phone.   Steve  today  handles  a  great  variety  of  tax  problems,  but 
does  a  lot  of  the  work  that  involves  tax  litigation. 

The  next  tax  partners  were  Jim  Canty  and  David  Klott,  who 
became  partners  in  1974. 

I  might  mention  the  particular  circumstances  involving  Jim 
Canty.   I  had  for  some  time  felt  the  need  for  members  of  our  tax 
group  to  have  had  some  experience  with  the  federal  government.   As  a 
matter  of  policy,  I  did  not  like  the  practice  which  was  indulged  in 
by  a  great  many  firms  of  obtaining  that  government  experience  on  the 
part  of  their  tax  partners  by  having  them  join  the  firm  directly 
from  the  government  service. 

Our  policy  then,  as  far  as  I  was  concerned,  was  to  have  our 
partners  develop  from  within  the  firm,  having  started  with  us  as 
associates  in  the  tax  group  -- 
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Horrow:    --  having  been  proven  by  their  achievements  and  experience  they 

should  be  made  partners.   I  was  the  only  exception  to  the  rule,  and 
the  practice  that  prevailed  with  the  firm  was  to  have  partners 
emerge  from  the  group  of  associates  who  had  long  been  with  the  firm. 
I  recognized  that  my  own  entry  into  the  firm  was  an  exception. 

The  only  other  exception  as  far  as  the  tax  group  was  concerned 
was  the  selection  of  Whitcomb  J.  McFarland,  who  was  a  tax  lawyer  in 
the  Internal  Revenue  Service  in  San  Francisco.   He  had  had  extensive 
experience  in  tax  litigation  and  it  was  felt  that  he  could  fill  the 
need  for  someone  with  government  tax  litigating  experience. 

At  that  time  the  estate  and  trust  group  was  growing  consid 
erably  and  very  much  involved  in  estate  planning,  with  tax  consider 
ations  a  major  element.   McFarland  became  involved  in  that  work  to  a 
great  degree,  until  not  too  long  after  he  had  been  with  our  firm,  we 
were  confronted  with  the  necessity  of  adding  to  the  staff  of  Stan 
dard. 

Standard  was,  of  course,  growing  enormously,  and  its  tax  mat 
ters  requiring  attention  were  growing  correspondingly.   They  were 
very  anxious  to  have  someone  from  our  firm  added  to  their  staff. 
McFarland  was  willing  to  go  with  Standard,  and  he  transferred  from 
our  firm  to  the  tax  department  of  Standard,  in  which  capacity  he 
continued  as  tax  counsel  until  he  retired. 

But  other  than  McFarland  we  lacked,  in  my  view,  a  very  impor 
tant  ingredient  in  our  tax  practice  --  someone  who  had  had  experi 
ence  with  the  government.   This  deficiency,  as  I  viewed  it,  was 
remedied  to  a  considerable  extent  by  a  request  I  received  from  Fred 
Hickman,  who  was  then  assistant  secretary  in  charge  of  tax  policy 
for  the  Treasury  Department,  that  someone  from  our  firm  work  in  the 
Treasury  tax  group. 

I  told  him  that  I  would  be  willing  to  try  to  persuade  someone 
to  go  back  to  Washington,  D.C.  for  this  purpose,  but  only  on  the 
assurance  that  the  commitment  would  not  go  beyond  two  years,  and 
that  after  that  period  of  time,  there  would  be  no  problem  about  that 
particular  individual  returning  to  San  Francisco  and  work  with  our 
firm.   I  persuaded  Jim  Canty  to  go  back  to  Washington,  D.C.  for  this 
purpose,  and  Jim  was  back  in  Washington,  D.C.  for  two  years, 
obtaining  invaluable  experience  in  dealing  with  both  the  Treasury 
and  Internal  Revenue  Service  people  and  also  the  legislative  people 
in  Congress . 

Hicke:    Do  you  know  about  what  period  this  was? 
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Horrow:    Jim,  at  the  time  I  urged  him  to  go  back  to  Washington,  D.C.  was  an 
associate,  and  I  had  very  much  in  mind  having  him  become  a  partner, 
and  this  was  done  immediately  upon  his  return  to  San  Francisco. 

Hicke:    So  he  went  in  the  early  seventies,  probably? 
Horrow:    I  believe  so. 
Hicke:    Yes. 

Horrow:    And  of  course,  because  of  that  experience  Jim  Canty  has  proved  to  be 
an  outstanding  contributor  to  the  work  of  the  tax  group. 

The  associates  and  the  partners  in  the  tax  group  were  extremely 
busy,  involved  in  the  tax  matters  that  were  constantly  growing.   We 
were  always  in  the  position  of  having  to  cope  with  a  growing  number 
of  tax  matters,  so  that  we  were  probably  never  overstaffed;  we  were 
always  understaffed  in  that  respect. 

In  addition  to  handling  the  tax  problems  of  clients,  neces 
sarily  the  associates  and  the  partners  of  the  tax  group  had  to  keep 
abreast  of  the  steady  stream  of  rulings,  cases,  legislation,  etc.  -- 
state  and  federal  --  in  the  tax  field. 

Hicke:    Did  you  allocate  so  much  time  for  that,  or  how  did  you  manage  that? 

Horrow:    All  of  that  was  done  on  a  catch-as -catch-can  basis,  whenever  members 
.  of  the  tax  group  could  take  the  time  to  keep  up  with  this  volume. 
Of  course,  in  recent  years  that  steady  stream  of  changes  and  new 
developments  in  the  tax  field  has  become  a  virtual  flood  with  the 
enactment  of  the  Tax  Reform  Act  of  1986  --  a  massive  piece  of  legis- 
tation,  probably  the  most  massive  in  the  history  of  the  country. 
The  task  of  keeping  up  with  all  of  the  changes  in  the  tax  law  has 
become  very  formidable. 

So  I  early  on  decided  that  we  had  to  have  some  interchange  of 
information  --  not  only  involving  new  developments  in  the  tax  law, 
but  also  to  keep  the  members  of  the  tax  group  somewhat  informed  of 
new  matters  affecting  our  clients.   I  began  a  fifteen-minute  or 
half -hour  session  in  my  office  on  Friday  for  this  purpose.   I  had  to 
change  the  time  when  this  was  done  when  the  firm  instituted  the  so- 
called  school  sessions  on  Friday  in  the  library. 

As  far  as  I  know,  I  was  the  first  partner  to  have  these  group 
meetings  on  new  developments  in  the  areas  of  law  that  we  were  con 
cerned  with,  and  also  dealing  with  new  matters  for  clients  that  were 
important  to  advise  members  of  the  group. 


Hicke: 
Ho r row: 


Hicke: 
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This  activity  is  much  more  structured  now.   The  tax  group  has 
almost  weekly  brown  bag  meetings  in  the  tax  library  which  extend  -- 
oh,  for  an  hour,  an  hour  and  a  half,  dealing  in  considerable  detail 
with  all  of  the  changes  in  legislation  and  rulings  and  other  devel 
opments  in  the  tax  field.   This  is  done  often  by  having  some  asso 
ciate  or  partner  in  the  tax  group  assigned  to  deal  with  a  particular 
subject  and  then  it  is  open  for  questions  or  discussion  among  the 
group . 

That  of  course  is  not  a  substitute  but  a  supplement  for  the 
necessity  of  all  of  the  members  of  the  tax  group  to  keep  abreast  of 
the  enormous  changes  that  occur  in  the  tax  field.   Probably  very  few 
areas  of  the  firm's  practice  are  subject  to  such  constant  changes 
that  occur  in  the  law  as  in  the  tax  field. 

I  recall  when  I  went  with  the  federal  government  and  was 
assigned  and  became  a  Special  Attorney  in  the  then  Bureau  of 
Internal  Revenue  --  now  the  Internal  Revenue  Service  --  I  was  given 
the  choice  of  one  of  two  tax  services:   either  Commerce  Clearing 
House  or  Prentice-Hall,  both  of  which  are  the  primary  tax  services 
available  today. 

At  that  time,  as  I  recall,  I  chose  the  Commerce  Clearing  House 
Service,  and  it  consisted  of  two  volumes.   Looking  at  my  shelf  that 
has  the  Commerce  Clearing  House  Service,  I  count  no  less  than  ten 
volumes  that  cover  the  basic  service  with  another  five  volumes  that 
cover  the  index  and  the  citators.   So  that  gives  you  some  idea  of 
what's  happened  in  the  tax  field  --  and  that,  of  course,  is  just  the 
federal  tax  service.   In  addition  to  that,  we  have  to  cope  with 
principally  the  California  tax  laws  and  regulations. 

Probably  also  local  taxes  --  do  you  have  much  to  do  with  that? 

We  had  not  had  too  much  to  do  with  property  tax  matters  until  Propo 
sition  13  came  along  with  some  tricky  legal  problems  involved  there. 
We've  had  some  mineral  valuation  problems  to  cope  with;  Claude 
Hogan's  had  some  of  some  magnitude  for  Standard.   But  other  than 
that,  our  problems  with  the  property  tax  have  not  been  very  great. 

Of  course,  we  always  get  sales  tax  problems,  franchise  tax 
problems,  and  until  its  repeal,  we  had  inheritence  tax  problems. 
The  number  of  taxes  is  sort  of  fearsome  to  behold,  because  man's 
ingenuity  has  never  been  more  manifest  than  in  working  up  new  types 
of  taxes. 

I  understand  that  government  policy  is  responsible  for  a  lot  of  tax 
considerations  and  in  fact,  what  we  have  is  government  by  tax 
policy. 
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Morrow:    Well,  I  might  answer  that  by  saying  that  revenue  considerations,  of 
course,  are  always  important  in  the  enactment  of  taxes,  but  very 
often  the  imposition  of  taxes  has  a  great  many  other  objectives  -- 
social  and/or  economic.   One  of  the  great  so-called  virtues  of  the 
Tax  Reform  Act  was  to  eliminate  a  great  many  of  the  social  and  eco 
nomic  considerations  that  were  involved  in  the  structure  of  the  fed 
eral  income  tax  law. 

The  ostensible  purpose  was  to  make  the  income  tax  law  so-called 
"neutral"  with  respect  to  the  employment  of  capital  and  to  eliminate 
subsidies  or  diversions  of  capital  to  areas  that  resulted  from  the 
tax  laws.   The  so-called  "tax  shelters"  were  eliminated  for  that 
reason.   But  the  social  and  economic  effects  of  a  tax  are  inescap 
able.   The  only  question  is  whether  or  not  the  tax  law  will  be 
framed  so  as  to  emphasize  any  particular  social  or  economic  objec 
tive. 

Hicke:    Well,  getting  back  to  the  weekly  meetings  --  would  the  partners  and 
associates  at  these  meetings  also  exchange  information  about  the 
work  they  were  doing? 

Horrow:    Oh,  yes,  the  meetings  that  I  held  were  informal;  it  was  a  matter  of 
an  interchange  between  all  of  the  participants:   associates  and 
partners.   It  was  not  a  formal  meeting;  it  was  just  simply  a  gath 
ering  where  anybody  could  make  any  comments  that  were  thought  to  be 
productive  and  helpful  in  providing  information  to  all  those  who 
were  present. 

Hicke:    But  for  the  most  part,  did  you  keep  track  of  what  everybody  was 
doing,  in  addition  to  your  other  duties? 

Horrow:    Oh,  yes.   I  became,  in  effect,  the  head  of  the  tax  group  --  and  this 
was  true  even  while  Sig  Nielson  was  an  active  partner.   As  I've 
said,  his  activities  more  and  more  revolved  around  the  Standard  Oil 
work,  which  involved  a  massive  amount  of  legislation  in  all  of  the 
Western  states,  of  course.  There  was  always  a  host  of  rulings  and 
legislative  proposals  that  affected  the  oil  industry,  and  in  par 
ticular  Standard's,  so  all  of  that  had  to  be  monitored.   Sig  Nielson 
was  in  charge  of  that  and  in  constant  contact  with  Standard  counsel 
in  the  various  states,  who  were  familiar  with  the  particular  state 
legislation  involved. 

I  was  charged  with  the  responsibility  of  assigning  tax  matters 
and  also  to  keep  track  of  what  was  going  on.   We  had  to  service  all 
of  the  partners  of  the  firm  and  all  the  clients  of  the  firm  with 
respect  to  tax  problems.   In  many  cases  the  various  partners  of  the 
firm  would  go  directly  to  associates  or  partners  on  a  particular 
problem.   I  never  wanted  to  channel  all  of  those  requests  for  tax 
advice  through  myself,  because  I  felt  that  that  was  not  a  particu- 
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larly  efficient  way  to  provide  service  on  tax  problems  to  members  of 
the  firm. 

However,  I  did  make  a  point  of  knowing  whether  or  not  any  par 
ticular  associate  was  bogged  down  with  a  tax  problem  that  was  handed 
to  him  by  some  partner,  so  that  he  would  not  be  available  to  provide 
necessary  tax  advice  for  other  clients.   So  it  was  a  matter  of 
making  sure  there  was  an  allocation  of  our  resources  so  that  we 
could  meet  all  of  the  problems  of  all  of  our  clients  at  all  times  -- 
and  that  wasn't  very  easy  at  times. 


Attributes  of  a  Good  Tax  Lawyer 


Hicke:    Considering  the  enormous  amount  of  work  that  you  had  to  do,  maybe  I 
could  just  ask  you  a  general  question:   what  do  you  think  are  the 
most  desirable  attributes  of  a  good  tax  lawyer? 

Horrow:   Well,  Carole,  that's  a  very  good  question,  and  I've  never  been  able 
to  find  out  just  what  it  is  that  makes  a  particular  person  a  good 
tax  lawyer.   Certainly  it  isn't  necessarily  a  high  degree  of  aca 
demic  achievement  --  that's  important,  but  that  alone  does  not 
assure  any  degree  of  success  in  becoming  a  good  tax  practitioner. 

As  far  as  I've  been  able  to  determine,  someone  who  develops 
skills  as  a  general  tax  practitioner  is  a  person  who  is  well 
grounded  in  commercial  law,  who  understands  business  transactions, 
who  has  a  great  deal  of  common  sense  and  initiative,  and  in  addition 
to  that,  not  only  has  some  proficiency  in  all  of  the  general  areas 
of  law,  but  also  has  a  sound  grasp  of  all  of  the  principles  that  are 
involved  in  taxation. 

Taxation  is  a  unique  field  in  that  the  context  in  which  the  tax 
problem  emerges  can  be  with  any  company  --  a  lumber  company,  a  food 
company,  a  utility,  or  what-have-you  --  so  that  in  order  to  cope 
with  a  particular  tax  problem  that  you're  confronted  with,  you  have 
to  have  some  grasp  of  the  context  in  which  that  problem  appears.   I 
have  found  that  you  just  simply  cannot,  by  looking  at  a  paper  record 
of  a  young  man  who  wants  to  be  a  tax  lawyer,  determine  whether  or 
not  he's  going  to  work  out  as  a  good  tax  lawyer.   A  tax  lawyer  is  a 
peculiar  breed  of  cat  in  that  he  has  to  have  a  great  deal  of  what  I 
believe  is  --  and  I  may  be  over-stating  it  --  versatility  in  coping 
with  tax  problems  that  emerge  in  the  myriad  situations  where  taxes 
are  involved. 

It's  almost  impossible  to  describe  all  the  variety  of  situa 
tions  with  which  we've  had  to  deal,  ranging  from  mineral  properties 
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to  corporate  transactions  to  a  host  of  others.   Apart  from  the 
corporate  problems,  of  course,  there  are  problems  involving  individ 
uals.  There,  in  a  sense,  you're  dealing  with  family  objectives, 
you're  dealing  with  all  kinds  of  personal  considerations.   A  good 
tax  lawyer  is  one  who  is  well  aware  of  all  these  considerations  -- 
senses  what  is  appropriate,  what  is  desirable,  and  makes  judgments 
that  are  sound  from  a  tax  standpoint,  but  also  from  a  business 
standpoint  and  sometimes  a  personal  standpoint. 


Foreign  Operations  of  Corporate  Clients 


Horrow:    You  have  asked  about  the  entry  of  some  of  our  corporate  clients  into 
foreign  operations.   Well,  assume  that  one  of  our  corporate  clients 
wants  to  carry  on  some  operations  say  in  Japan.   Well,  for  a  long 
time  --  and  I  think  it's  true  to  a  great  extent  today  --  MITI  with 
the  Japanese  Ministry  Investment  &  Finance  controlled  the  entry  of 
U.  S.  corporations  into  activities  in  Japan.   A  great  many  of  our 
corporate  clients  who  wanted  to  conduct  such  operations  were 
required  to  enter  into  licensing  arrangements  or  various  joint  ven 
ture  arrangements,  so  that  we  had  to  advise  our  client  not  only  as 
to  the  effect  of  the  Japanese  tax  law,  the  appropriateness  of  the 
structure  that  was  contemplated,  but  also  the  effect  of  the  Japanese 
taxes  on  the  U.  S.  taxes. 

The  same  was  true  with  respect  to  any  other  jurisdiction, 
whether  it  was  France,  the  Netherlands,  the  United  Kingdom,  Germany, 
or  what  have  you.   In  connection  with  these  activities,  we  always 
relied  on  counsel  in  the  foreign  -- 

m 

Horrow:    --  jurisdictions  in  which  our  clients  proposed  to  carry  on  opera 
tions.   We  had  a  number  of  contacts  with  law  firms  in  these  various 
countries  that  we  had  used  as  correspondents  for  a  great  many  years . 

Hicke:    Do  any  particular  names  come  to  mind? 

Horrow:   Well,  Coward  Chance  in  London  and  Jeantet  in  Paris.   I've  forgotten 
the  name  of  the  attorneys  in  the  firm  in  Tokyo  --  let's  see  [looks 
for  book]  --  the  Mclvor  firm  in  Tokyo.   He's  deceased  now.   John 
Christensen  is  the  senior  partner.   And  we  always  kept  a  roster  of 
our  correspondent  firms  in  the  library  so  that  attorneys  other  than 
tax  attorneys  had  access  to  them  for  other  legal  problems  in  a  for 
eign  jurisdiction. 
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Hicke:  In  getting  back  to  the  attributes  of  a  good  tax  lawyer,  what  about 
the  ability  to  deal  with  people,  both  clients  and  government  agen 
cies?  Is  that  -- 

Horrow:   Yes,  that,  of  course,  is  tremendously  important,  because  unlike  a 

lot  of  the  practice  back  East,  our  tax  work  involves  closer  contacts 
with  our  clients.   A  great  many  of  the  firms  back  East  simply  work 
on  a  paper  record,  so  to  speak,  with  respect  to  a  lot  of  tax  prob 
lems  they  are  presented  through  corporate  channels.   A  great  many  of 
these  problems  are  worked  on  without  any  direct  contact  with  the 
operating  people  that  have  to  deal  with  the  situations  that  bring 
about  these  tax  matters. 

Here,  however,  we  were  in  the  fortunate  position  of  having 
close  proximity  to  our  major  corporate  clients:   Standard,  the  tele 
phone  company,  Del  Monte,  FMC  --  until  they  moved  to  Chicago  --  and 
Pacific  Lumber,  Potlatch,  Atkinson  --  I. could  name  any  number  of 
them.   So  that  when  we  had  tax  problems  involving  those  corporate 
clients,  we  had  direct  access  to  the  operating  people  and  were  able 
to  get  the  facts  dealing  with  those  questions  directly  from  those 
individuals.   Necessarily  a  good  tax  lawyer  in  our  group  was  someone 
who  had  some  facility  in  dealing  with  people  --  not  only  clients, 
but  also  [chuckles]  with  the  government  people  as  well.   Anything 
else? 
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VI  OVERVIEW 


Why  PM&S  :is;  Successful 


Hicke:    Yes.   I  have  just  a  couple  of  overall  questions.   I  wonder  if  you 
can  make  some  comments  on  what  makes  PM&S  unique  and  why  it's  so 
very  successful. 

Horrow:   Well,  I  can  only  [chuckles]  speak  for  myself  in  that  regard.   Other 
members  of  the  firm  might  have  some  different  views,  but  my  recol 
lection  of  the  basic  motivation  in  our  practice  was  to  do  the  best 
possible  job  for  a  client. 

We  were  never,  at  least  during  the  period  that  I  was  active, 
concerned  about  the  financial  rewards  of  what  we  did.   In  every 
respect,  whatever  we  handled,  we  tried  to  handle  in  the  best  pos 
sible  fashion.   This  was  at  times  a  [chuckles]  source  of  irritation 
or  annoyance  on  the  part  of  some  of  the  partners,  because  matters 
that  were  quite  unimportant,  both  in  terms  of  the  principles 
involved  or  the  amount  involved  --  this  was  particularly  true  in 
litigation  --  were  handled  just  as  zealously  and  vigorously  as  mat 
ters  of  much  greater  moment. 

Of  course,  on  some  matter  involving  a  relatively  small 
amount  --  the  amount  of  fee  that  could  be  proposed  had  to  have  some 
relationship  to  the  importance  of  the  matter  to  the  client.   But 
this  was  something  that  never  seemed  to  bother  us,  at  least  during 
the  time  I  was  active,  because  the  objective  at  all  times  was,  as  I 
say,  to  provide  the  best  possible  legal  service  for  the  client. 

Beyond  that  was  also  the  recognition  on  the  part  of  clients  and 

opposing  counsel,  judges,  etc.,  that  the  integrity  of  the  firm  was 

unchallenged,  that  whatever  we  said  or  did  was  simply  accepted  as 
carrying  the  highest  degree  of  credibility  and  worth. 


Harry  Horrow  in  his  office  at  PM&S  at  the  time  of  interviewing 
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In  fact,  we  always  leaned  over  backwards  to  avoid  any  possible 
conflict  of  interest.   We  didn't  have  the  elaborate  cross-checking 
system  we  have  now  by  computer.  We've  got  this  magical  means  of 
determining  whether  or  not  there's  some  potential  conflict.   In 
those  days  --  back  before  the  computer  days  --  we  were  always 
zealous  to  avoid  even  any  appearance  of  conflict. 

I  can  recall  a  number  of  instances  where  we  turned  down  lucra 
tive  legal  matters  --  matters  that  would  have  been  rewarding  from  a 
financial  standpoint  --  simply  because  we  didn't  even  want  to  be 
confronted  with  any  suggestion  of  conflict. 

Another  attribute  of  the  firm  that  was  most  important  was  the 
loyalty  that  the  firm  had  in  pursuing  the  client's  objectives  -- 
supporting  clients  --  and  I  must  say  it  wasn't  always  reciprocated. 
At  least  in  recent  years,  I  think  that  there's  probably  a  different 
attitude  on  the  part  of  clients  with  respect  to  their  relationship 
with  lawyers.   They  seemingly  today  are  willing  to  ignore  a  long 
standing  relationship  and  deal  with  someone  else  on  legal  matters 
that  customarily  had  been  handled  by  the  firm. 

But  that's  another  subject  and  I  think  it  perhaps  results  in 
some  measure  from  the  fact  that  we  have  large  legal  departments  in 
corporations.   A  lot  of  corporate  clients  have  grown  to  the  point 
where  they're  headed  by  a  general  counsel  who  has  some  motivation 
dictated  by  corporate  financial  considerations.   But  as  I  say,  there 
never  was  any  time  that  I  experienced  where  recognition  that  you 
were  a  partner  of  Pillsbury,  Madison  &  Sutro  in  handling  a  par 
ticular  matter  didn't  carry  some  attribute  of  respect  that  induced  a 
willingness  to  hear  you  out. 

We  were  never  involved  in  any  matter  that  could  be  considered 
frivolous  or  unimportant.   At  all  times,  whatever  matters  I  handled 
or  our  tax  group  handled  were  worthy  of  respectful  hearing  and  con 
sideration. 

The  firm  has  always  tried  to  attract  the  best  talent  and  pro 
vide  the  best  working  conditions  for  personnel.   My  own  attitude 
was  --  with  respect  to  anybody  that  was  in  the  tax  group  --  that  he 
was  a  professional  and  he  ought  to  be  treated  as  such.   He  wasn't 
just  simply  an  employee,  he  was  a  professional  man,  and  he  was 
worthy  of  consideration  on  that  basis.   I  think  that  was  an  attitude 
that  was  prevalent  throughout  the  firm. 

We  don't  have  the  same  personnel,  in  terms  of  character  and 
perhaps  in  loyalty,  that  we  had  when  I  first  came  to  the  firm, 
simply  because  the  job  market  has  changed  completely.   For  a  long 
time,  this  firm  was  regarded  as  an  ideal  place  of  employment  for 
clerical  people  and  secretaries.   We  had  secretaries  and  clerical 


102 

people  who  were  with  us  for  years.   Of  course,  today  the  picture  has 
changed  completely  in  that  they  come  and  go  and  we  don't  have  the 
same  continuous  employment  that  we  happily  encountered  years  ago. 

Of  course,  most  important  of  all  is  the  fact  that  the  firm's 
practice  is  in  pretty  much  of  an  ideal  economic  environment. 
California  experienced  enormous  growth,  both  in  population  and  eco 
nomic  importance.  Today,  California  is  the  largest  state  in  the 
United  States  in  terms  of  population.   Northern  California  has 
always  been  the  beneficiary  of  an  exceedingly  important  growth 
factor,  as  well  as  a  diversified  economy.   Perhaps  to  some  extent  we 
have  been  slow  to  exploit,  if  you  want  to  use  that  word,  the  great 
opportunities  that  were  manifest  in  our  area. 

We  were  pioneers,  really,  in  Silicon  Valley.   In  the  immediate 
postwar  period,  we  represented  some  of  the  leaders  in  the  elec 
tronics  industry.   We  did  work  for  Varian,  for  Hewlett-Packard,  and 
for  others  in  the  field,  and  yet  we  didn't  go  down  to  Silicon 
Valley,  despite  the  enormous  growth  and  prospects  there,  until 
fairly  recently,  when  the  Ruffo  firm  was  merged  into  ours.   We 
established  a  branch  in  San  Jose. 

The  firm  was  always  --  oh,  shall  I  say  unwilling  to  be  aggres 
sive  in  expanding.   All  of  our  growth  I  think  was  pretty  much  forced 
on  us.   It  wasn't  until  recently  that  we  established  branches  in  San 
Jose,  Washington,  D.C.,  and  more  recently,  in  Walnut  Creek  and  Los 
Angeles. 

There  was  a  time  when  we  did  have,  very  briefly,  a  Washington, 
B.C.  office.   The  only  reason  for  that  was  to  satisfy  Standard  at 
that  time  to  have  some  of  our  people  back  there  who  could  be  of 
assistance  on  all  the  governmental  matters  that  Standard  was  con 
fronted  with  in  Washington,  D.C.  When  that  office  was  closed,  after 
its  relatively  brief  experience,  we  didn't  reactivate  it  until  -- 
I've  forgotten  just  when  it  was  that  we  did  reestablish  a  Washington 
office. 

But  at  no  time  --  and  I  speak  about  the  period  of  up  to  1965, 
when  I  was  active,  before  I  became  an  advisory  partner  --  there  was 
no  aggressive  purpose  of  expanding  and  building  the  practice.   We 
had  our  clients  and  our  clients  were  growing,  and  additional  clients 
came  to  us  because  we  were  recognized  not  only  for  the  quality  of 
the  legal  service  we  provided,  but  all  the  other  elements  that  go 
with  it  --  integrity  and  loyal  service.   I  don't  think  there  was  any 
client,  as  far  as  I  know,  that  ever  felt  that  there  wasn't  an  all- 
out  effort  to  provide  it  with  the  full  benefit  of  the  service  that 
was  required. 
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So  those  are  the  things  that  I  believe  were  the  ingredients  for 
success.   I  think  as  long  as  we  concentrate  on  them,  why,  the  firm 
will  continue  for  a  long  time  to  be  successful. 

It's  a  little  difficult,  you  know,  to  portray  in  words  the 
characteristics  of  legal  service  that  are  crucial,  not  just  to 
having  a  successful  outcome  --  I  mean,  that's  something  that  may  or 
may  not  happen.  Of  course,  not  all  legal  matters  turn  out  to  be 
successful.   But  it's  the  manner  in  which  that  service  is  provided 
and  the  basis  on  which  it's  made  available  that  are  just  as  impor 
tant  as  the  outcome. 

I  know  so  many  times  the  firm  just  went  all  out  and  made  stren 
uous  efforts  in  certain  areas  because  of  the  importance  with  which 
these  matters  were  viewed  from  the  standpoint  of  the  client.   It's 
like  any  professional  service  --  how  do  you  measure  the  worth  or  the 
desirability  of  service  by  a  doctor  or  an  accountant?  There  are  so 
many  personal  elements  that  enter  into  it.   The  whole  atmosphere  of 
the  firm  and  --  at  least  in  my  experience  --  the  attitudes  in  pro 
viding  legal  service  have  always  been  that  the  interests  of  the 
client  were  paramount.   In  many  respects,  I  remember,  we  subordi 
nated  our  own  interests  and  perhaps  shoved  aside  any  motivation  of 
self-interest  because  of  the  fact  that  it  was  considered  necessary 
to  provide  service  for  a  particular  client. 

This  was  recognized  by  executives  and  personnel  of  our  corpo 
rate  clients  and  individual  clients.   And  it  was  true  certainly  with 
respect  to  a  great  many  individuals  --  individuals  important  in  the 
community.  They  knew  that  when  they  came  here,  they  were  going  to 
get  top  treatment. 

Those  were  the  factors  that  attracted  clients  to  the  firm.   We 
always  had  a  high  standing  not  only  in  the  community,  but  also  the 
highest  standing  with  law  firms  around  the  country.   When  a  lot  of 
the  large  corporations  who  are  based  back  East  had  some  legal  matter 
that  arose  in  California  or  in  the  Western  states,  we  were  fre 
quently  called  upon  to  handle  it.   Of  course,  that  was  dictated  not 
just  by  our  availability,  but  the  fact  that  the  corporations 
involved  and  their  general  counsel  recognized  that  our  firm  could 
provide  top  quality  service. 

As  far  as  our  fees  are  concerned,  we  have  never  --  as  far  as  I 
know  --we  have  never  seen  fit  to  reach  for  excessive  fees  and  we 
have  never  been  confronted  with  that  reaction.   I  don't  know  what 
the  situation  is  today,  but  throughout  the  period  of  my  active  prac 
tice,  our  fees  were  always  at  a  lower  level  than  what  the  matters 
probably  permitted  or  even  required,  in  terms  of  fees.   That  was 
another  important  point,  and  clients  recognized  that:   we  were  never 
in  a  position  where  we  were  motivated  to  extracting  the  greatest 
amount  of  fees  we  could  out  of  handling  a  particular  matter. 
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So  these  are  some  of  the  elements  that  contributed  to  the  suc 
cess  of  the  firm.   We've  always  been  able  in  the  past  to  attract 
outstanding  young  men  who  have  been  able  to  assume  the  responsi 
bility  of  partners. 


Pro  Bono  Work 


Horrow:   There  was  one  other  thing  that  I  wanted  to  talk  to  you  about,  and 

that  was  the  matter  of  pro  bono  work.   You  know,  that  was  glamorized 
for  a  short  period  of  time,  and  young  lawyers  getting  out  of  law 
school  were  always  imbued  with  this  notion  of  so-called  "public 
interest  work."  That  was  work  in  the  poverty  areas,  for  environ 
mental  causes,  civil  rights,  and  similar  areas. 

Long  before  any  of  that  was  in  vogue,  this  firm  had  years  and 
probably  decades  of  experience  in  the  pro  bono  field,  because  our 
firm  provided  legal  service  without  compensation  for  a  great  many  of 
the  institutions  in  San  Francisco  and  the  Bay  Area  --  the  symphony, 
the  opera,  the  ballet,  St.  Luke's  Hospital,  et  cetera.   There  were 
and  are  a  host  of  institutions  that  were  provided  extensive  and  con 
tinuing  legal  service  by  the  firm  without  any  compensation  whatever. 

A  great  many  of  these  charitable  organizations  --  particularly 
ones  that  were  to  be  newly  launched  --  involved  tax  considerations, 
because  tax  exemption  under  the  Internal  Revenue  Code  was  an  essen 
tial  element  in  organizing  these  charitable  entities.   Because  I  was 
in  the  tax  field,  I  had  a  considerable  amount  of  responsibility  in 
that.   I  was  involved  in  the  organization  of  charitable  founda 
tions  --  not  only  for  individuals,  but  also  for  a  number  of  corpora 
tions,  such  as  Crown  Zellerbach,  FMC,  and  Del  Monte,  and  others. 

I  also  organized  a  number  of  private  foundations,  many  of  which 
are  still  in  existence  today  --  the  Edward  Hills  Foundation,  the 
Frank  Drum  Foundation,  and  others.   Also  some  public  organizations 
such  as  the  Laguna  Honda  Foundation  and  the  Langley  Porter  Auxiliary 
to  support  the  psychiatric  work  at  the  University  of  California  in 
San  Francisco. 

Today,  I've  been  active  for  The  Paul  L.  and  Phyllis  Wattis 
Foundation,  which  is  a  major  foundation  and  very  heavily  involved  in 
supporting  the  symphony,  the  opera,  and  the  California  Academy  of 
Science.   I've  also  been  active  for  a  great  many  years  with  the 
Smith-Kettlewell  Eye  Research  Foundation,  which  is  an  important 
organization  involved  in  eye  research,  located  at  the  Pacific  Pres 
byterian  Medical  Center. 
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Today,  it  is  true  that  the  firm  engages  in  a  great  many  pro 
bono  activities  for  some  of  the  groups  that  I  have  mentioned,  as 
well  as  having  men  assigned  to  the  Public  Defender's  Office.   This 
was  one  of  things  that  attracted  me  to  go  to  the  Pillsbury  firm  in 
the  first  instance  --  the  fact  that  I  knew  that  PM&S  was  involved  in 
legal  work  that  was  supportive  of  community  institutions.   So,  early 
on  for  the  firm  I  was  involved  in  work  for  the  symphony,  for 
example,  and  the  opera  -- 


Horrow:    --  clearing  foreign  artists  with  respect  to  their  tax  matters,  so 
that  they  were  able  to  leave  the  country. 

Hicke:    Was  Birgit  Nilsson  one  of  your  problems? 

Horrow:    Steve  Martin  succeeded  me  in  handling  these  matters.   Steve  does  a 
great  deal  of  work  for  the  Opera  Association  in  taking  care  of  the 
foreign  artists.   I  don't  remember  all  the  individuals  involved,  but 
needless  to  say,  there  was  always  a  large  group  of  foreign  artists 
who  were  coming  and  going,  who  had  to  have  their  necessary  tax 
clearances  before  they  could  leave  the  country.   Anything  else? 


Professional  Activities 


Hicke:    The  other  thing  that  we  haven't  covered  yet  is  some  of  your  profes 
sional  activities. 

Horrow:   Well,  necessarily,  being  in  the  tax  field,  you  had  to  be  exposed  to 
a  great  deal  of  activity  in  connection  with  educational  programs 
that  were  conducted  by  the  tax  bar,  as  well  as  participating  in  the 
actual  tax  bar  activities.   The  State  Bar  section  on  taxation  and 
the  San  Francisco  group  were  not  as  active  in  the  tax  field  as  per 
haps  they  are  today.   The  primary  tax  activities  in  the  professional 
aspects  were  conducted  through  the  Tax  Section  of  the  American  Bar 
Association. 

When  I  first  became  a  member  of  the  section,  the  membership  of 
the  Tax  Section  was  probably  around  10,000  members.   But  with  the 
tremendous  growth  of  interest  in  the  tax  field,  when  I  was  a  member 
of  the  council,  which  was  the  governing  group  of  the  Tax  Section, 
the  membership  was  around  20,000,  and  it  has  been  growing  ever 
since. 

I  became  a  member  of  some  committees  of  the  Tax  Section  and 
became  chairman  of  the  Committee  on  Banking  and  Regulated  Institu- 


Hicke: 

Horrow: 

Hicke: 

Horrow: 
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tions.   From  there,  I  was  elected  to  membership  on  the  council, 
which  I  served  for  a  period  of  three  years. 

But  all  during  my  active  practice,  I  attended  the  annual  and 
midwinter  meetings  of  the  Tax  Section  and  in  addition  to  that,  gave 
talks  and  papers  at  various  seminars  at  tax  institutes  such  as  the 
Southwestern  Legal  Foundation,  University  of  Southern  California, 
Tulane  University,  University  of  San  Francisco,  the  Mid-Continent 
Oil  and  Gas  Association,  the  Practicing  Law  Institute,  and  various 
other  groups . 

I  felt  that  it  was  important  to  participate  in  these  educa 
tional  programs,  not  only  from  the  standpoint  of  fulfilling  the  pro 
fessional  responsibilities  in  assisting  in  the  education  of  the  bar, 
but  also  to  provide  some  profile  for  the  firm  in  recognition  on  the 
part  of  practitioners  in  other  parts  of  the  country  that  our  firm 
was  involved  in  an  important  way  in  the  tax  field.   I  was  also  for 
many  years  involved  in  the  International  Fiscal  Association  and  was 
a  member  of  the  board  of  directors  of  the  U.S.A.  branch  of  IFA. 

As  I  mentioned  before,  I  gave  courses  in  constitutional  law  and 
taxation  at  the  University  of  San  Francisco  Law  School,  which  I  had 
to  discontinue  because  of  the  pressure  of  work  for  the  firm.   But  I 
did  from  time  to  time  give  seminar  lectures  at  Boalt  Hall,  the 
School  of  Law  in  the  University  of  California  at  Berkeley.   This 
was,  of  course,  done  solely  as  a  pro  bono  matter,  but  simply  as  a 
means  of  providing  some  exposure,  if  you  will,  of  the  firm  to  the 
student  body  at  Boalt  Hall  from  whom  we  hoped  [chuckles]  to  draw 
some  of  our  future  associates  and  partners . 

All  of  this,  of  course,  was  not  without  a  certain  amount  of 
burden,  both  from  the  standpoint  of  preparing  the  necessary  mate 
rial,  but  also  because  of  the  time  that  had  to  be  made  available  for 
this  purpose.   [chuckling]  Any  other  misdeeds? 


Well,  just  one  final  wrap-up  question, 
again,  what  would  you  do? 

What  would  I  do? 


If  you  had  it  to  do  all  over 


Would  you  do  the  same  thing,  or  what  would  you  do  differently? 

Oh,  as  far  as  coming  with  the  firm  and  having  my  career  as  a  private 
practitioner,  certainly  no  question  that  I  would  do  it  all  over 
again,  because  I  consider  the  years  of  practice  that  we  had  here 
were  sort  of  golden  years. 

Those  were  very  strenuous  years,  very  exciting  years,  but  we 
had  a  greater  degree  of  personal  interchange  between  the  partners 
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and  associates,  and  also  the  clients.  The  character  of  our  practice 
has  changed  considerably,  as  well  as  the  composition  of  the  firm. 
So  I  certainly  couldn't  hope  to  have  it  any  better  than  it  was  when 
I  was  active. 

As  to  things  I  might  have  done  differently,  who  knows?   I  mean, 
there  are  so  many  crossroads  that  you  were  confronted  with,  I 
couldn't  recount  them  all.   You  went  one  way  or  the  other,  depending 
on  what  your  judgment  told  you  was  the  proper  course  to  pursue. 

In  terms  of  career  choice,  at  no  time  did  I  feel  any  differ 
ently  about  the  practice  of  law  than  I  felt  when  I  first  started. 
Because  it  was  something  I  always  wanted  to  do,  I  never  lost  the 
zest  and  enthusiasm  in  being  a  lawyer  and  working  in  private  prac 
tice.   The  environment  at  PM&S  was  ideal  in  the  sense  that  you  never 
had  any  ethical  problems,  you  never  had  any  problems  except  doing 
your  thing  and  doing  the  best  you  could  do.   And  that,  of  course,  is 
about  as  satisfying  in  the  way  of  professional  endeavor  as  you  can 
get. 

So,  in  terms  of  choice  of  what  I  would  want  to  do,  my  choice 
would  be  that  of  being  a  lawyer  in  private  practice,  although  I 
started  out  in  a  government  practice.  And  there  was  a  time  when 
that  was  rather  tempting,  particularly  because  of  the  fact  that  I 
was  with  the  government  at  a  fairly  high  level  of  activity,  even 
though  ray  status  as  a  lawyer  was  pretty  well  down  the  totem  pole. 

Because  of  the  fact  that  I  was  working  in  the  government  during 
the  New  Deal  days,  it  was  extremely  rewarding  and  satisfying  work. 
There  was  a  temptation  at  times  to  stay  with  that,  because  it  was 
sort  of  a,  well  [chuckling] ,  it  was  like  somebody  being  an  alcho- 
holic,  you  just  had  to  have  another  swig.   It  was  intoxicating  and 
interesting,  and  so  you  were  always  led  on  and  on  and  on. 

But  I  realized  that  that  future  was  not  for  me.   I  wanted  to 
get  into  private  practice,  to  be  exposed  to  a  large  variety  of  prob 
lems  in  dealing  with  people  and  dealing  with  corporate  matters, 
rather  than  just  simply  involved  in  more  abstract  problems.   In  the 
government  practice,  you're  not  dealing  with  people  necessarily. 
Maybe  that's  one  of  the  problems  that  you  have  with  the  results  that 
come  out  of  the  people  who  just  simply  occupy  a  swivel  chair  in  the 
bureaucracy.   They  don't  know  about  the  people  involved  and  what's 
actually  going  on.   They're  in  a  rarified  atmosphere  and  not  neces 
sarily  acquainted  with  what  is  actually  occurring.   They're  thinking 
intellectually  and  abstractly  about  problems.   Despite  all  the 
attractions  of  the  government  work  that  I  was  involved  in,  I  didn't 
want  that.   I  wanted  to  be  dealing  with  down-to-earth  problems  and 
step  down  from  cloud  nine  --  get  down  to  bedrock.   So,  that's  about 
it.   So  I'd  do  it  all  over  again  [laughs]. 
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TAPE  GUIDE  --  Harry  R.  Horrow 


Interview  1:   December  2,  1986 

tape  1,  side  A 1 

tape  1,  side  B 8 

tape  2,  side  A 16 

tape  2,  side  B 22 

Interview  2:   December  8,  1986 

tape  3,  side  A 27 

tape  3,  side  B 31 

tape  4,  side  A 37 

tape  4,  side  B 43 

Interview  3:   December  16,  1986 

tape  5,  side  A 49 

tape  5,  side  B 56 

tape  6,  side  A 63 

tape  6,  side  B 69 

Interview  4:   January  7,  1987 

tape  7,  side  A 73 

tape  7,  side  B 78 

tape  8,  side  A 84 

Interview  5:   January  15,  1987 

tape  9,  side  A 87 

tape  9,  side  B 93 

tape  10,  side  A 98 

tape  10,  side  B 105 

tape  11,  side  A [moved] 
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